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THE   FEDERAL  TRADE  COMMISSION  LAW 

By  Nathan  B.  WiUiiAiis, 
Of  the  Washington,  D.  C,  Bar. 

The  political  and  economic  considerations  which  confronted  the 
sixty-third  Congress  were  most  unusuaL  Their  coimterpart  had 
not  occurred  within  a  generation.  The  extraordinary  eflfect  of 
these  conditions  was  probably  only  equaled  by  the  dynamic  nature 
of  the  questions  which  are  pressing  to  the  front  in  the  Congress  just 
assembling  as  these  lines  appear. 

The  sixty-third  Congress  made  a  legislative  attempt  to  overtake 
the  advances  which  public  opinion,  wise  or  otherwise,  had  made  in 
economic  thought  in  the  past  twenty-five  years.  Twenty-four 
years'  experience  with/ varying  desultory  and  active  efforta^to 
enforce  the  provisions  of  the  Sherman  Anti-trust  Law,  our  marvel- 
ous corporate  development,  and  our  fatuous  belief  in  the  curative 
efficacy  of  legislation,  coupled  with  our  experience  and  what  was 
believed  to  be  the  judgment  of  the  country,  suggested  that  certain 
practices  which  had  developed  scandal  in  some  corporate  manage- 
ments be  made  unlawful.  It  was  believed  that  the  responsibility 
of  the  guilty  individual  should  be  made  a  Uttle  more  certain. 

There  was  a  well  founded  feeling  that  the  trust  laws  should  be 
liberalized  to  the  extent  that  an  individual  or  corporation  injured 
from  what  either  believed  to  be  an  unlawful  combination  to  restrain 
or  monopolize  interstate  trade  or  commerce  need  not  wait  upon 
the  processes  of  the  Department  of  Justice,  but  that  independent 
action  in  the  courts  should  lie  at  any  time.  It  was  also  felt  that 
the  right  of  action  for  damages  to  the  individual  should  be  permitted 
to  await  without  limitation  the  determination  of  a  government  suit 
against  an  unlawful  combination.  Further,  a  liberalization  of 
process  seemed  wise  in  order  that  service  might  be  had  wherever  the 
business  was  being  carried  on. 

Objects  or  Ends  of  the  Trade  Commission  Law 

Beyond  the  subjects  previously  mentioned,  certain  other  sub- 
stantive matters  which  were  believed  to  tend  to  the  development  of 

1 


Digitized  by 


Google 


2  The  Annals  op  the  American  Academy 

monopoly  were  made  unlawful  by  the  provisions  of  the  Clayton 
Act.  These  are  sections  two,  three,  seven  and  eight  of  the  Clayton 
law  and  relate,  respectively,  to  certain  forms  of  discrimination  in 
price,  so-called  tying  contracts,  certain  forms  of  intercorporate 
stockholding,  and  common  or  interlocking  directors  in  certain  cor- 
porations.   These  will  be  again  referred  to. 

The  Clayton  law  is  a  part  of  the  anti-trust  laws  of  the  country. 
The  Federal  Trade  Commission  law  is  not  an  anti-trust  act.  The 
Trade  Commission  law  marks  probably  the  high  tide  of  govern- 
mental attempts  at  legislative  regulation  of  business  conduct  in  in- 
terstate commerce.  As  the  act  passed  the  House,  it  carefully  omit- 
ted many  provisions  which  have  been  since  heralded  as  the  great 
constructive  enactments  of  the  law.  On  the  final  vote  in  the  Senate 
the  law  passed  by  a  bare  quonun.  The  act  was  almost  completely 
rewritten  in  conference  between  the  two  Houses  of  Congress.  If 
ever  a  conference  committee  took  liberties  with  pending  legislation, 
it  was  done  in  making  the  final  draft  of  this  law. 

The  President  in  his  address  to  Congress  after  referring  to 
the  uncertain  meaning  of  the  anti-trust  laws  had  said: 

The  opinion  of  the  country  would  instantly  approve  of  such  a  commission 
(Interstate  Trade  Commission).  It  would  not  wish  to  see  it  empowered  to  make 
terms  with  monopoly  or  in  any  sort  to  assume  control  of  business,  as  if  the  govern- 
ment made  itself  responsible.  It  demands  such  a  commission  only  as  an  indis- 
pensable instrument  of  information  and  publicity,  as  a  clearing  house  for  the 
facts  by  which  both  the  public  mind  and  the  managers  of  great  busine^  under- 
takings should  be  guided,  and  as  an  instrumentality  for  doing  justice  to  business 
where  the  processes  of  the  courts  or  the  natural  forces  of  correction  outside  the 
courts  are  inadequate  to  adjust  the  remedy  to  the  wrong  in  a  way  that  will  meet 
aU  the  equities  and  circumstances  of  the  case. 

It  is  apparent  to  students  of  present-day  economics  that  a  very 
real  conflict  is  on  in  this  coimtry  between  two  alliteratively  desig- 
nated economic  theories — competition — coSperation.  The  results 
of  this  contest  no  man  can  foresee.  A  corporation,  sometimes  de- 
fined as  "a  body  without  decay,  a  mind  without  decline,''  is  but  the 
physical  expression  of  a  more  or  less  comprehensive  development  of 
codperative  capital  and  business  ability.  While  I  believe  that  this 
coimtry  is  committed  to  the  principle  of  competition,  it  is  daily 
becoming  more  evident  that  this  principle  must  be  understood  with 
certain  limitations.  Unrestrained  and  unregulated  competition 
logically  leads  to  monopoly.     The  adage  that  "Competition  is  the 
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life  of  trade"  is  faulty  for  the  lack  of  a  qualifying  adjective.     "  Hon- 
est competition  is  the  life  of  trade." 

As  it  appears  to  me,  one  of  the  designs  of  the  Trade  Commis- 
sion law  is  to  modify  the  centrifugal  force  of  individualism  while  at 
the  same  time  holding  a  check  upon  the  centripetal  tendency  of 
codperation;  holding  these  forces  in  balance,  as  it  were,  much  like 
their  coimterparts  are  held  in  the  physical  world;  to  make  them 
both  serve  the  common  good. 

Unfair  Methods  of  Competition 

The  limitations  of  this  paper  will  not  permit  an  extended 
discussion  of  all  of  the  phases  of  this  law.  One  of  its  most  important 
provisions  is  that  relating  to  what  is  described  as  "unfair  methods 
of  competition."  Manifestly,  "unfair  competition"  is  the  sub- 
stantive thing  itself  while  "methods"  are  the  means  used  to  accom- 
plish the  unfair  end. 

''Unfair  competition"  has  long  been  a  familiar  term  in  the  law, 
while  "unfair  methods  of  competition"  are  yet  to  be  catalogued 
and  described.  The  legal  problems  relating  to  unfair  methods  of 
competition  are  measurably  new  in  the  law.  They  are  intricate  and 
complex.  Whether  or  not  a  code  of  business  ethics  will  develop 
from  the  working  out  of  section  five  of  this  law  remains  for  the 
future. 

All  lawyers  know  that  what  is  described  in  the  law  as  the  Law 
Merchant  is  merely  the  codification  into  written  statutes  of  the 
laws  or  rules  of  merchants  in  the  great  marts  of  trade  which  in  their 
dealings  one  with  another  had  come  to  be  their  expression  of  fair 
dealing;  in  other  words,  the  rules  of  tEe  game.  After  these  rules 
Ka3  been  developed  and  had  come  to  meet  practical  agreement 
among  upright  and  scrupulous  merchants  they  were  written  into 
the  laws  of  the  land  and  have'  come  down  to  us  with  infrequent  and 
moderate  changes  as  the  Law  Merchant.  These  laws  were  the 
development  of  centuries. 

No  unfair  or  dishonest  practice  will  long  survive  the  condemna- 
tion of  the  men  engaged  in  that  trade.  The  men  engaged  in  business 
make  the  rules  of  the  game,  legislatures  and  courts  to  the  contrary 
notwithstanding.  The  most  that  legislative  bodies  do  or  can  do  is 
to  write  into  statute  law  more  or  less  imperfectly  what  the  great 
body  of  business  men  regard  as  the  approved  rules  of  practice 
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among   intelligent   and   high-minded   business   men.     Legislative 
bodies  rarely  initiate  laws. 

This  feature  of  the  law  was  the  subject  of  most  exhaustive 
debate  in  the  Senate  of  the  United  States.  Whether  from  this  or 
from  some  other  reason  it  was  most  left  in  doubt.  As  it  was  not 
in  the  House  bill,  the  subject  had  scant  consideration  there.  Nu- 
merous attempts  to  secure  a  definition  of  imfair  competition  were 
made  and  one  attempt  failed  by  only  two  votes.  The  objections  to 
attempting  such  definitions  were,  in  short,  that  the  ingenuity  of  the 
American  business  man,  advised  by  some  portion  of  the  American 
bar,  would  be  equal  to  inventing  methods  almost  or  quite  as  fast 
as  they  could  be  defined. 

In  this  day  of  trans-oceanic  telephone  talks  we  cannot  wait 
with  patience  the  corrective  processes  of  business  as  applied  to 
itself.  /This  legislation  gives  over  to  the  Federal  Trade  Commission 
the  task  of  developing  this  code  of  higher  business  ethics  and,  by 
its  orders  and  proceedings  to  enforce  them,  it  is  proposed  to  develop 
this  supplementary  code  to  the  Law  Merchant. 

Fair  competition,  in  the  more  popular  sense  in  which  it  is 
doubtless  intended  in  this  legislation,  is  that  which  obtains  in  the 
daily  endeavor  of  the  business  man  to  succeed  by  the  peaceful  and 
.  honest  use  of  his  skill  and  industry  to  the  development  of  his  busi- 
ness without  taking  or  endeavoring  to  take  any  imdue  or  secret 
advantage  over  either  competitors  or  the  public.  And  the  same 
rule  which  applies  to  the  individual  business  man  is  equally  appli- 
cable to  industry  in  corporate  form, 
i-—  Unfair  competition  as  instanced  and  condemned  by  proceedings 
in  equity  is  unlawful  regardless  of  the  method  used.  The  restriction 
in  the  law  to  "unfair  methods"  may  seriously  handicap  the  activ- 
ities of  the  commission,  adversely  or  advantageously,  depending 
upon  the  point  of  view.  Methods  which  in  themselves  it  would  be 
disastrous  to  condemn  may  in  some  instances  be  used  to  accomplish 
the  result  aimed  to  be  prevented. 

Then  again,  a  method  of  competition  which  might  be  unfair 
in  one  industry  or  trade  might  very  properly  be  without  any  basis 
of  criticism  when  used  in  a  different  industry  or  line  of  commerce. 
Bricks  are  not  apples  and  there  are  many  dififerences  in  the  customs 
of  trade  in  cotton  goods  as  distinguished  from  the  trade  in  coal.  The 
methods  of  distribution  and  sale,  the  public  demand,  customs  and 
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characteristics  of  the  industry,  its  proximity  to  market,  the  rela- 
tion of  the  product  to  human  needs  and  many  other  considerations 
would  all  have  to  be  taken  into  consideration  in  determining  whether 
the  methods  used  amounted  to  unfair  competition  or  not. 

"Palming  off"  or  the  substitution  of  one's  goods  for  the  goods 
of  another  is  very  generally  given  as  one  of  the  most  common  in- 
stances of  imfair  competition.  This  is  but  simple  dishonesty  and 
deceit.  The  imitation  of  a  rival's  trade  name  or  his  mark  or  package 
is  another  instance.  This  is  commercial  piracy.  The  actual  goods 
of  a  competitor  may  be  copied  or  imitated  in  such  a  manner  as  to 
be  unfair  competition.  But  serious  difficulties  are  found  in  all 
these  cases.  As  to  some  simple  articles  of  commerce,  for  instance, 
thread  or  soap,  form  and  appearance  may  be  about  all  the  distin- 
guishing characteristics  which  such  articles  may  have  and  it  is 
sometimes  very  hard  to  determine  that  an  article  is  put  out  with 
the  intention  to  pirate  upon  the  reputation  of  a  well-known  similar 
article.  Square  cakes  of  glycerine  soap  are  likely  to  look  much  alike 
and  a  spool  of  white  thread  looks  much  like  another  spool  of  white 
thread,  yet  some  of  the  hardest  fought  litigation  recorded  in  the  law 
books  on  the  point  of  unfair  competition  have  been  about  soap  and 
thread. 

Intent  may  or  may  not  be  the  controlling  factor  in  this  class 
of  cases.  It  was  said  by  the  Supreme  Court  of  the  United  States  in 
Lawrence  Manufacturing  Company  v.  Tennessee  Manufacturing 
Company,  138  U.  S.  637  that:  "The  deceitful  misrepresentation  or 
perfidious  dealing  must  be  made  out,  or  be  clearly  inferable  from  the 
circumstances."  In  other  words,  the  maxim  that  fraud  must  be 
proven  stands.  It  seems  clear  that  unfair  competition  or  unfair 
methods  of  competition  is  a  species  of  fraud.  It  is  true  that  we  have 
refined  and  refurbished  the  equitable  maxims  upon  which  many 
practices  have  been  enjoined  in  equitable  proceedings  in  unfair 
competition  cases,  mainly,  however,  in  relation  to  trade-mark  law, 
which  logically  appears  to  be  but  a  part  of  the  more  comprehensive 
term  of  unfair  competition. 

It  ^was  stated  in  Wrisley  Company  v.  Iowa  Soap  Company,  122 
Fed.,  796,  that  deceit  is  an  indispensable  element  of  unfair  compe- 
tition. It  seems  that  this  must  in  the  very  nature  of  things  be  so. 
It  also  appears  to  be  good  logic  that  the  deceit  must  be  designed 
and  reasonably  effective  or  reasonably  calculated  to  be  effective 
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before  equity  will  intervene.  The  writer  recognizes  the  fact  that 
there  are  numerous  cases  which  stop  short  of  this  conclusion.  One's 
sense  of  fair  play  is  not  a  bad  guide  as  each  case  must  be  considered 
with  a  full  appreciation  of  all  the  facts  and  the  customs  and  prac- 
tices in  the  particular  trade  or  industry. 

Many  of  the  cases  of  unfair  competition  have  arisen  in  the 
endeavor  to  protect  trade-marks,  trade  names  and  that  elusive  but 
much  sought  for  business  or  trade  asset  known  as  good-will.  In  the 
early  days  when  these  things  were  personal,  that  is  attached  to  a 
single  individual  or  family  succession,  their  economic  aspect  was 
not  what  they  are  in  these  days  of  corporate  prominence  in  industry 
and  trade.  Now  trade  names  and  marks  are  more  highly  special- 
ized, advertised  and  in  many  instances  capitaUzed.  It  is  doubtful 
if  corporate  good-will  or  any  other  intangible  asset  should  ever  be 
permitted  to  be  capitalized;  rather  should  corporate  stock  represent 
tangible  assets.  Good-will,  patents,  trade-marks  and  the  like  may 
put  the  stock  above  par  in  the  market  but  the  tangible  assets  should 
ever  represent  the  par  value  of  the  stock  issued.  Many  of  the  sound 
commercial  and  manufacturing  estabUshments  decline  to  carry 
patents,  trade-marks  or  good-will  into  capital  account  thus  setting 
a  high  standard  of  fair  competition  to  their  competitors. 

Is  it  an  unfair  method  of  competition  to  capitalize  a  trade- 
mark or  trade  name?  Are  profit-sharing  contracts  made  with  the 
trade  unfair  methods  of  competition?  Are  coupons,  or  trading 
stamps,  or  profit-sharing  devices  held  out  to  the  ultimate  buyer  and 
consumer  unfair  methods  of  competition?  Is  price-cutting  of  a 
highly  advertised  article  in  order  to  promote  the  sale  of  other  goods 
an  imfair  method  of  competition?  These  and  simdry  other  ques- 
tions relating  to  phases  of  this  subject  are  likely  to  be  answered  from 
^  the  point  of  view  of  the  interest  to  be  affected. 

The  admitted  evils  of  competition  are  gradually  coming  to  be 
recognized  as  growing  out  of  dishonest  or  imfair  competition. 
Dishonest  or  imfair  competition,  or,  as  expressed  in  the  Trade  Com- 
mission law,  imfair  methods  of  competition,  is  on  careful  analysis 
found  to  consist  mainly  in  some  form  of  untrue,  deceptive,  or  mis- 
leading publicity.  Fundamentally,  unfair  competition  is  proven 
by  dishonest  advertising.  The  printed  page,  poster,  painted  sign, 
or  the  flashing  sign  which  winks  at  you  in  the  middle  of  the  night 
are  only  forms  of  advertising.     The  shape,  color,  marks,  brands, 
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tags,  and  even  the  fastenings  of  a  package  of  merchandise,  are  often 
used  as  the  identifying  agents  and  help  to  advertise  the  product  to 
the  public.  The  silent  substitution  by  a  dishonest  merchant  of 
something  else  for  the  goods  called  for  is  a  form  of  advertising. 
The  hiring  away  of  the  employees  of  a  competitor  in  order  to  steal 
trade  secrets  is  dishonest  advertising.  The  employer  in  this  instance 
is  advertising  to  the  employee  of  his  competitor  that  if  he  wiU  come 
to  him  that  his  condition  and  success  in  life  will  be  promoted. 
These  extreme  examples  are  cited  to  show  that  if  you  will  dissect 
the  circumstances  of  trade  practices  which  have  been  denounced 
by  the  courts  as  unfair,  it  will  be  discovered  that  advertising  was 
often  the  fimdamental  agency  used. 

Advertising  is  of  recent  growth  and  is  a  marvelous  factor  in 
the  wider  distribution  of  commercial  products.  Its  principles  and 
its  legitimate  uses  are  not  yet  fully  developed.  As  a  by-product, 
it  largely  supports  our  wonderful  output  of  periodical  Uterature. 
But  for  advertising,  Mrs.  Blank  of  Podunk  would  never  make  her 
dress  frona  the  same  pattern  from  which  is  fashioned  the  gown  of 
the  Broad  Street  belle. 

The  men  who  are  administering  this  great  civilizing  and  indus- 
trial force  are  coming  to  realize  that  it  must  have  for  its  basis  no 
less  an  endiuing  foundation  than  truth.  Great  newspapers  and 
magazines  are  guaranteeing  their  readers  against  loss  from  reliance 
on  statements  appearing  in  their  advertising  columns.  A  number 
of  states,  about  thirty-two  I  believe,  have  laws  making  untrue, 
misleading,  or  deceptive  statements  of  fact  in  advertising  punishable 
by  the  criminal  courts.  This  is,  of  coiurse,  supplemental  to  the  civil 
remedy  of  those  misled  and  of  the  right  of  every  trader  to  protect 
himseU  against  unfair  competition  carried  on  by  the  same  means. 
These  state  laws  apply  only  to  conunerce  carried  on  within  a  state. 
Will  or  may  the  Trade  Commission  apply  the  same  rules  to  the 
conduct  of  interstate  trade  and  commerce?  If  so,  is  it  possible  for 
the  comnaission  to  perform  this  work  better  or  as  well  as  the  in- 
fluences directly  engaged  in  the  business?  ^ 

Proof  of  the  violation  of  the  annoimced  principle  of  law  as  to 
unfair  competition  is  furnished  by  untrue,  deceptive,  or  misleading 
statements  of  fact  which  attempt  to  inform  the  public:  (1)  By 
whom  an  article  of  merchandise  is  made;  (2)  where  it  is  manufac- 
tured; (3)  of  what  it  is  made;  (4)  to  what  purpose  or  use  it  is 


Digitized  by 


Google 


8  The  Annals  op  the  American  Academy 

adapted;  (5)  by  whom  the  article  is  for  sale.  An  analysis  of  any 
advertisement  respecting  merchandise  will  show  that  one  or  all  of 
the  above  elements  always  appear. 

It  is  to  be  remembered  that,  while  imtrue  or  deceptive  repre- 
sentations stated  in  positive  or  aflSrmative  form  as  to  all  these 
matters  are  possibly  capable  of  being  held  violations  of  the  law 
against  unfair  competition,  the  same  results  are  often  attempted  by 
innuendo,  by  indirection,  and  by  negatively  stated  claims.  Any 
statement^  no  matter  how  framed  or  how  subtly  stated  or  ingeniously 
carried  out,  which  is  designed  or  is  reasonably  calculated  to 
deceive  or  defraud  or  to  harm,  speaking  in  a  legal  sense,  the  lawful 
business  of  another,  is  evidence  of  unfair  trade. 

Ufi^air  Competition  Under  the  Sherman  Law 

There  is  good  argument  in  support  of  the  contention  that  the 
phrase  "unfair  methods  of  competition,"  undefined  as  it  is  in  the 
Trade  Conmiission  law,  may  not  be  broader  than  the  provisions  of 
the  Sherman  law;  that  it  may  be  by  the  courts  held  to  include  only^ 
I    the  common  law  meaning  involved  in  the  practices  of  *'  palmingTrfT^ 
and  trade-mark  and  trade  name  piracy. 

A  very  great  many  of  the  practices  generally  condemned,  and 
this  Trade  Commission  law  held  out  as  affording  protection  against, 
have  been  enjoined  by  the  federal  courts  in  decrees  under  the 
Sherman  law.  And  it  must  be  remembered  that  with  the  enforce- 
ment of  the  Sherman  law,  the  Trade  Commission  has  nothing  to 
do,  save  as  it  may  be  called  upon  by  the  courts,  if  they  so  wish, 
to  act  as  a  master  in  chancery  in  anti-trust  suits,  or  upon  the  request 
of  the  President  or  either  House  of  Congress  to  investigate  and 
report  upon  the  facts  of  any  reported  violation  of  the  anti-trust 
acts  by  any  corporation,  or  to,  on  its  own  initiative,  or  on  request 
of  the  Attorney  General,  investigate  the  manner  in  which  decrees 
in  anti-trust  suits  are  carried  out. 

In  the  decree  against  the  American  Thread  Company,  rendered 
in  June,  1814,  under  the  Sherman  law,  the  defendants  were  en- 
joineid: 

From  having  by  any  agreement  or  miderstanding  any  list  of  wholesalers  or 
retailers  with  whom  trade  in  sewing  thread  shall  not  be  carried  on. 

From  purchasing  competing  plants  or  brands  or  from  acquiring  any  interest, 
by  stock  ownership  or  otherwise,  in  the  business  of  competitors. 
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From  fixing  by  agreement  with  competitors  trade  disoounts,  rebates,  terms 
or  conditioxu9  of  sale  or  credit,  in  connection  with  the  sale  or  shipment  of  sewing 
thread. 

From  exacting  of  any  purchaser  any  agreement  to  maintain  a  fixed  or  mini- 
mum price,  or  refusing  to  trade  with,  or  discriminating  against  any  purchaser 
because  of  the  prices  at  which  he  sells  thread,  unless  he  is  selling  or  (Bering  to 
sell  at  less  tban  cost. 

From  saving  any  bonus  or  rebate  contingent  upon  the  aggregate  of  future 
purchases. 

From  cooperating  with  or  assisting  dealers  to  pool  their  orders  for  the  pur- 
pose of  securing  discounts  or  concessions. 

From  using  "fighting  brands/'  defined  to  be  brands  revived  or  used  for  the 
purpose  of  being  offered  to  customers  of  competitors  at  cut  prices. 

From  employing ''  flying  squadrons''  whose  principal  biudness  it  was  to  handle 
"fighting  brands"  and  solicit  business  from  customers  of  competitors. 

From  soliciting  agreements  or  discriminating  against  those  dealers  who 
handle  goods  of  competitors. 

From  attacking  the  credit  or  business  reputation  of  or  the  quality  of 
thread  dealt  in  by  any  comi>etitor  by  false  reports  or  insufficient  warrant  in  fact. 

From  harassing  or  threatening  to  sue  without  sufficient  legal  provocation 
for  infringements  oi  trade-marks  or  brands. 

From  offering  or  giving  secret  rebates  to  any  customers  of  competitor. 

From  selling  or  offering  to  sell  thread  below  the  cost  of  production,  or  at 
louver  prices  in  one  section  of  the  United  States  than  in  another,  after  allowing  for 
transpK>rtation  and  differences  in  the  quality,  grade,  or  quantity  sold  with  the 
intent  thereby  to  obtain  a  monoply,  but  with  the  exception  that  they  may  meet 
bona  fide  competitors'  prices,  and  may  make  different  prices,  etc.,  to  different 
classes  of  customers.  (The  phraseology  of  this  is  almost  the  exact  language  of 
section  two  of  the  Clayton  law.) 

From  offering  free  goods  to  customers  in  excess  of  5  per  cent  of  such  pur- 
chases at  any  one  time. 

In  another  case  under  the  Sherman  law,  United  States  v. 
American  Coal  Tar  Product  Company,  a  decree  was  entered  in 
March,  1913,  wherein  the  defendant  was  enjoined  among  other 
things: 

From  entering  into  any  contract  or  arrangement  with  a  competitor,  a  pro- 
ducer of  coal  tar,  whereby  such  producer  was  restricted  to  whom  he  should 
sell,  or  the  territory  in  which  or  the  price  at  which  such  product  shall  be  sold. 

From  making  any  agreement  or  enforcing  any  contract  whereby  the  pur- 
chaser of  one  line  of  material  should  be  required  to  buy  from  defendants  or 
allied  interests  any  other  product. 

From  keeping  secret  their  interest  in  other  companies. 

From,  with  the  intent  to  injure  the  business  of  a  competitor,  selling  its  prod- 
ucts at  a  less  price  to  customers  of  competitors  than  to  its  own  customers. 
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The  decree  in  the  case  of  United  States  v.  General  Electric 
Company,  entered  in  1911,  was  to  much  the  same  effect  as  that 
entered  against  the  American  Coal  Tar  Product  Company.  The 
judgment  rendered  in  the  case  of  United  States  v.  Central  West 
Publishing  Company,  et  al.,  in  1912,  followed  the  general  lines  of 
*  the  Thread  case  with  some  special  features  specially  applicable  to 
the  particular  business  involved.  The  use  of  the  term  "unfair" 
appears  in  this  decree  in  connection  with  some  of  the  practices  en- 
joined. It  is  imderstood  that  some  or  all  of  the  defendants  in  this 
case  have  recently  been  cited  for  contempt  for  violating  the  terms 
of  this  injunction.  Fictitious  or  ''wash  sales"  and  the  fixing  of 
prices  were  enjoined  in  the  decree  entered  in  United  States  v,  Elgin 
Board  of  Trade  in  1914  in  a  suit  under  the  provisions  of  the  Sher- 
man law.  A  very  recent  case  imder  the  Sherman  law  involving  the 
fixing  of  retail  or  ultimate  prices  is  that  of  the  United  States  v. 
Kellogg  Toasted  Corn  Flakes  Company,  wherein  the  defendants 
are  enjoined  from  requiring  by  "any  agreement  or  imderstanding" 
jobbers  or  retailers  to  maintain  the  price  fixed  by  the  defendants. 
The  relief  prayed  for  by  the  Great  Atlantic  and  Pacific  Tea  and 
Coffee  Company  v.  Cream  of  Wheat  Company,  that  defendant  be 
enjoined  from  refusing  to  sell  plaintiff  cream  of  wheat  for  the 
reason  that  plaintiff  declined  to  maintain  the  retail  price  was 
denied  recently  in  a  suit  brought  under  the  Clayton  law.  So  it 
appears  that  a  merchant  or  manufacturer  is  not  required  to  sell 
his  product  but  if  he  does  sell  it  he  can  exercise  no  further  control 
over  it. 

One  of  the  most  comprehensive  decrees  which  it  has  been  our 
privilege  to  examine,  which  indicates  the  extent  to  which  the  fed- 
eral courts  will  go  in  preventing  unfair  competition  under  the  Sher- 
man law,  is  that  entered  in  the  recent  case  of  United  States  v.  S.  F. 
Bowser  &  Company,  et  al. 

In  this  case  the  defendants  are  enjoined: 

From  making  or  causing  to  be  made  to  customers,  present  or  prospective, 
false  representations  concerning  the  standing  or  business  methods  of  competi- 
tors, with  the  intent  to  injure  such  competitors  in  business;  and  from  like  r^re- 
sentations  concerning  the  product  of  competitors. 

From  threatening  to  bring  suits  for  alleged  infringements  of  patents,  not 
founded  in  good  faith,  against  competitors  or  their  customers. 

From  hiring  or  bribing  individuals  or  public  officers  to  use  their  influence  in 
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promoting  sales  of  defendants'  product  or  in  preventing  sales  of  competitors' 
product. 

From  procuring  parties  to  take  employment  with  competitors  for  the  purpose 
of  securing  information. 

From  inducing  or  hiring  any  person  to  secure  names  and  addresses  of  com- 
petitors' customers.  Defendants'  own  traveling  men  or  employees  may  supply 
sudi  information,  if  the  purpose  is  not  to  injure  the  business  of  a  competitor. 

From  securing  or  attempting  to  secure  cancellation  of  orders  secured  by  com- 
petitors. 

From  promising  or  agreeing  to  indemnify  customers  or  prospective  customers 
from  losses  from  litigation,  on  condition  that  they  cancel  contracts  with  com- 
petitors. 

From  reducing  the  price  of  their  product  below  cost  of  production,  or  giving 
it  away,  in  order  to  prevent  sales  by  competitors;  or  discriminating  in  price  be- 
tween different  persons  or  localities  with  the  purpose  or  intent  to  injure  the 
business  of  competitors. 

From  hiring  away  the  employees  of  competitors. 

From  conmiitting  or  causing  to  be  committed  any  other  similar  acts  of 
unfair  competition,  the  purpose  or  intent  of  which  shall  be  to  injure  or  destroy 
the  business  of  any  competitor,  to  substantially  lessen  competition  in  the  product 
or  otherwise  restrain  interstate  trade  or  commerce,  or  tend  to  create  a  monoply 
therein  in  favor  of  defendants. 

These  are  not  by  any  means  all  of  the  decrees  entered  in  suits 
by  the  government  under  the  provisions  of  the  Sherman  law. 
Sufficient  cases  have  been  cited  to  make  it  plain  that  most  imfair 
methods  of  competition  have  been  the  subject  of  condemnation 
under  the  provisions  of  that  law. 

Four  Sections  of  the  Clayton  Law 

Four  sections  of  the  Clayton  law  make  unlawful  an  attempt 
to  define  certain  practices  which  might  very  properly  be  denomi- 
nated unfair  methods  of  competition. 

These  sections  raise  in  a  slightly  diflferent  manner  the  ques- 
tion as  to  whether  these  sections  are  supplementary  to  the  unfair 
methods  of  competition  section  of  the  Trade  Commission  law  or 
whether  they  supercede  and  control  its  application.  The  trade 
Commission  law  is  not  an  anti-trust  law  and  was  passed  September 
26,  1914.  We  have  considered  the  relation  of  unfair  competition 
to  the  Sherman  law.  The  Clayton  law  was  passed  October  15, 
1914,  and  is  an  anti-trust  law,  described  as  being  supplementary 
to  the  Sherman  law.  Having  at  a  later  date  defined  and  made 
unlawful  certain  unfair  methods  of  competition,  did  Congress  there- 
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by  restrict  the  Trade  Commission  to  violations  of  the  Clayton  law? 
This  is  interesting  speculation  which  will  likely  have  to  be  finally 
determined  by  the  courts.  By  the  same  token,  did  Congress  nar- 
row the  application  of  the  Sherman  law? 

Section  two  of  the  Clayton  Act  is  in  almost  the  exact  terms 
of  part  of  the  decree  in  the  Thread  case  above  quoted.  Discrimi- 
nation in  price  where  the  effect  "may  be  to  substantially  lessen 
competition  or  tend  to  create  a  monopoly  in  any  Une  of  commerce  *' 
is  made  unlawful.  Exceptions  are  made  for  differences  in  grade, 
quality,  or  quantity,  cost  of  selling  or  transportation,  or  made  in 
good  faith  to  meet  competition.  Nothing  contained  in  this  section 
is  by  its  provisions  to  be  held  to  prevent  anyone  engaged  in  com- 
merce from  selecting  his  own  customers.  In  other  words,  a  man- 
ufacturer may  refuse  to  sell  to  a  retail  merchant  because  such  retail 
merchant  cuts  the  price,  has  bad  teeth,  red  hair,  or  for  no  reason  at 
all.  Some  very  interesting  questions^ here  arise.  For  instance, 
how  much  must  competittOTTlSe'" lessened  in  order  to  be  "substan- 
tially lessened"?  Where  is  the  mark  which  will  tell  when  pro- 
hibited acts  "tend  to  monopoly"?  What  is  good  faith  competi- 
tion?   These  terms  are  nowhere  defined. 

Section  three  of  the  Clayton  Act  makes  so-called  "tying 
contracts"  illegal.  These  are  the  devices  used  which  require  a 
dealer  to  buy  all  of  his  goods  or  machinery  of  a  certain  kind  from  a 
particular  vendor  to  the  exclusion  of  all  goods  of  competitors. 
This  is  usually  accompUshed  by  offering  certain  discounts  or  re- 
bates from  the  price  under  other  circumstances.  This  is  now 
unlawful  where  the  effect  "may  be  to  substantially  lessen  competi- 
tion or  tend  to  create  monopoly  in  any  line  of  commerce."  The 
same  questions  arise  here  as  appear  in  the  consideration  of  section 
two  of  the  act. 

Section  seven  of  the  Clayton  Act  relates  to  intercorporate 
stockholding,  the  holding  of  stock  by  one  corporation  engaged  in 
commerce  in  another  corporation  engaged  in  commerce.  "Com- 
merce," of  course,  means  interstate  trade  or  commerce.  Such 
stockholdings  and  the  voting  of  the  same  by  proxy  or  otherwise  are 
made  imlawful  when  the  effect  thereof  may  be  "to  substantially 
lessen  competition"  between  the  two  corporations,  "or  to  restrain 
such  commerce  in  any  section  or  community,  or  tend  to  create  a 
monopoly  in  any  Une  of  commerce."     The  same  diflSculty  for  want 
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of  a  definition  of  terms  is  here,  also,  as  in  the  other  sections  men- 
tioned. 

Section  eight  of  the  Clayton  law  does  not  become  operative 
imtil  October  16,  1916.  It  makes  unlawful  interlocking  or  com- 
mon directors  in  corporations  engaged  in  whole  or  in  part  in  com- 
merce, any  one  of  which  has  capital,  surplus,  and  undivided  profits 
aggregating  more  than  one  million  dollars.  A  director  elected  not 
in  contravention  of  the  terms  of  this  law  continues  a  lawful  director 
for  one  year  thereafter,  notwithstanding  changes  in  the  status  of 
the  corporation  may  occur  after  his  election  which  would  otherwise 
disqualify  him.  The  exception  te  the  operation  of  this  section  is 
that  such  corporations  are  not  nor  have  been  "by  virtue  of  their 
business  and  location  of  operation,  comp)etitors,  so  that  the  elimi- 
nation of  competition  by  agreement  between  them  would  constitute 
a  violation  of  any  of  the  provisions  of  any  of  the  anti-trust  laws." 
More  trouble. 

For  a  charm  of  powerful  trouble, 

Like  a  hell-broth  boU  and  bubble. 

Double,  double  toil  and  trouble; 

Fire,  bum;  and,  caldron,  bubble. 

Enforcement  of  Clayton  Law  Sections 

By  the  provisions  of  section  eleven  of  the  Clayton  Act,  the 
Trade  Commission  is  given  authority  to  enforce  these  four  sections 
of  that  law.  The  procediue  is  practically  the  same  as  that  provided 
in  the  Trade  Conomission  law  for  the  prevention  of  unfair  methods 
of  conii>etition  and  will  be  hereafter  considered. 

Two  very  important  points  are,  however,  to  be  noted  here. 
One  of  these  relates  to  the  increased  authority  for  suits  by  injunc- 
tive process  by  persons,  firms,  corporations,  or  associations  against 
"threatened  loss  or  damage  by  a  violation  of  the  anti-trust  laws, 
including  sections  two,  three,  seven  and  eight  of  this  act."  This 
authority  is  found  in  section  sixteen  of  the  Clayton  law. 

One  of  the  generally  admitted  defects  of  the  Sherman  law  was 
that  its  sole  enforcement  was  lodged  with  the  attorney  general  of 
the  United  States.  While  ever  so  conscientious,  the  physical  limi- 
tations upon  the  activity  of  one  man,  the  varying  moods  of  Congress 
in  the  matter  of  appropriations  for  the  Department  of  Justice,  and 
other  considerations,  left  this  law  without  serious  attempts  to  en- 
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force  it  at  times,  while  on  other  occasions  it  was  vigorously  prose- 
cuted. Few,  if  any,  sound  reasons  can  exist  for  denying  to  the 
individual  directly  affected  such  relief  in  the  courts  from  unlawful 
conduct  as  his  protective  instincts  suggest  that  he  pursue.  True, 
the  individual  had  his  action  for  damages  in  threefold  but  in  prac- 
tice that  has  been  poor  comfort  and  of  doubtful  success. 

Now,  the  individual  need  not  wait  upon  the  processes  of  the 
government.  Federal  courts  are  open  to  him  everywhere.  Juris- 
diction may  be  had  wherever  the  offender  does  business.  In  effect, 
this  authority  names  and  commissions  as  law  enforcing  officers  the 
competitors  of  every  business  enterprise  engaged  in  interstate  com- 
merce, not  only  as  to  the  provisions  of  the  Sherman  law  but  includes 
the  provisions  mentioned  of  the  Clayton  Act  as  well. 

A  further  point  to  be  noted  in  this  connection  is  the  authority 
of  the  Attorney  General  of  the  United  States  with  reference  to  the 
mentioned  sections  of  the  Clayton  Act.  His  authority  is  given 
by  section  fifteen  of  this  act  and  is  a  general  power  "to  prevent  and 
restrain  violations  of  this  act."  In  view  of  the  special  authority 
conferred  in  the  same  act  upon  the  Federal  Trade  Commission  to 
enforce  the  provisions  of  the  mentioned  four  sections  of  the  Clay- 
ton law,  the  serious  question  arises:  Does  this  restrict  the  power  of 
the  Attorney  General,  and  is  he  without  authority  to  proceed  in  any 
manner  to  enforce  the  provisions  of  these  four  sections  of  the 
Clayton  law?  Evidently,  he  thinks  not  for  he  has  recently  begun  a 
proceeding  to  enforce  the  provisions  of  section  three  of  that  act 
against  a  corporation  alleged  to  be  violating  its  provisions.  Per- 
haps the  courts  will  soon  be  called  upon  to  pass  on  the  question. 

Procedure  of  the  Federal  Trade  Commission 

The  methods  of  procedure  and  the  provisions  for  enforcing  the 
orders  of  the  Trade  Commission  with  respect  to  unfair  methods  of 
competition  and  the  described  four  sections  of  the  Clayton  law  are 
identical  with  this  exception.  Under  the-unfair-methods-of-com- 
petition  section  of  the  Trade  Commission  law  appears  this  clause: 
"and  if  it  shall  appear  to  the  commission  that  a  proceeding  by  it 
in  respect  thereof  would  be  to  the  interest  of  the  public."  This 
clause  was  put  into  the  act  in  conference  between  the  two  Houses 
of  Congress. 

It  becomes  important  to  ascertain,  if  possible,  what  this  term 
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"interest  of  the  public"  means.  Is  it  congressional  rhetoric  or  has 
the  phrase  a  real  meaning  in  law?  Is  it  a  legal  light  unto  the  feet 
of  the  commission  or  is  it  a  stumbling  block  which  unless  carefully 
guarded  against  will  wreck  the  real  intentions  of  those  who  earnestly 
advocated  this  section  of  the  Trade  Conunission  act? 

The  determination  of  these  questions  is  vital;  necessary  to 
an  understanding  of  the  act  itself  and  of  what  is  of  much  greater 
import,  the  protection  of  the  rights  of  the  individual,  corporate 
or  sole,  and  saving  the  commission  to  the  useful  purposes  con- 
templated by  the  passage  of  the  act. 

Let  there  be  no  confusion  as  to  the  issue  raised  by  these 
questions.  Either  this  clause  has  a  real  legal  meaning  or  Congress 
has  attempted  to  lodge  with  five  men  the  power  of  making  fish 
of  one  man,  fowl  of  another  and  red  herring  of  the  remainder; 
has  attempted  to  give  the  commission  the  power  to  make  "popular 
prosecutions  of  unpopular  trusts"  or  individuals;  the  power  to 
select  for  its  target  those  unfortimate  enough  to  have  incurred 
administrative  displeasure;  or  power  to  protect  those  who  by 
ingenuity,  influence  or  favor  are  able  to  cover  up  their  transactions. 
In  my  opinion,  Congress  never  intended  any  such  result  as 
the  alternative  set  out  would  indicate.  We  are  proud  of  proclaim- 
ing that  this  country's  government  is  a  government  of  law  and 
not  of  men.  I  decline  to  believe  that  we  have  suddenly  changed 
or  are  likely  to  change  this  principle,  despite  the  frequent  assaults 
upon  it. 

Congress  having  defined  certain  xinfair  practices  and  having 
omitted  to  define  other  conceivable  methods  which  might  tend 
to  monopoly  or  obstruct  the  free  flow  of  honest  competition,  it 
may  be  that  it  had  in  mind,  that  as  to  these  others  which  might 
come  to  the  attention  of  the  commission,  that  the  commission 
would  conduct  a  full  inquiry  if  it  felt  that  a  certain  practice  or 
method  was  against  public  poUcy  or  the  public  good,  and  report 
its  conclusions  to  Congress  with  a  view  of  having  added  the  new 
class  ici  the  definitions  against  unfair  trade  practices.  Such 
inquiries  might  make  the  commission  a  very  useful  source  of  in- 
formation to  Congress  and  the  public. 

This  viewpoint  is  further  supported  by  the  process  adopted 
in  the  law  for  carrying  out  the  judgment  or  order  of  the  com- 
niission.     Its  order  is  primarily  against  a  thing,   a  practice,  a 
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method,  and  while  its  findings  and  conclusions  may  be  as  con- 
demnatory as  you  can  well  imagine,  still  such  order  does  not 
assume  a  personal  aspect  imtil  it  has  been  passed  upon  by  the 
Circuit  Court  of  Appeals,  when  it  becomes  the  court's  order,  the 
court's  judgment,  and  then  a  violation  of  such  judgment  becomes 
a  contempt  of  the  court,  but  not  a  contempt  of  the  commission. 

We  are  not  left,  however,  to  the  reason  of  the  thing  or  to 
the  ordinary  and  well  known  rules  of  statutory  construction. 

Many  courts  have  spoken  upon  analogous  questions.  It  was 
said  in  a  leading  case  in  Massachusetts,  Massachusetts  v,  Strauss, 
191  Mass.  645,  78  N.E.,  136,  11  L.R.A.  N.S.,  968,  construing  a 
Massachusetts  statute  very  much  like  section  three  of  the  Clayton 
law,  that  the  act  was  constitutional  and  expressed  due  public 
policy  and  interest. 

"Public  policy"  and  "public  interest"  are  conceived  to  be, 
if  not  the  same  thing,  most  distinctly  analogous.  A  long  line  of 
most  impressive  court  decisions  have  said:  "By  'public  policy'  is 
intended  that  principle  of  the  law  which  holds  that  no  subject  can 
lawfully  do  that  which  has  a  tendency  to  be  injurious  to  the  public 
or  against  the  public  good,  which  may  be  termed  the  '  policy  of  the 
law'."  Another  court  has  said  that:  "Public  policy  is  but  the 
manifest  will  of  the  state,"  Jacoway  v.  Denton,  25  Ark.,  625. 

It  is  the  "manifest  will  of  the  state"  that  unfair  methods 
of  competition  shall  cease,  else  Congress  would  not  have  gone  to 
the  trouble  to  make  them  unlawful.  Not  only  are  unfair  methods 
of  competition  in  commerce  made  unlawful,  but  "The  commission 
is  hereby  empowered  and  directed  to  prevent  persons,  partnerships, 
or  corporations  from  using  imfair  methods  of  competition  in 
commerce." 

We  have  not  only  the  expression  of  the  "manifest  will  of  the 
state,"  but  we  have  certain  things  which  are  believed  to  be  "injurious 
to  the  public  or  against  the  public  good"  made  unlawful  by  the 
solemn  declaration  of  the  supreme  legislative  power  of  the  country. 
We  have  the  creature  of  that  legislature  solemnly  authorized  and 
directed  to  prevent  the  things  which  have  been  by  the  legislative 
will  determined  to  be  against  the  public  good,  which  is  the  same 
thing  as  the  public  interest,  or  in  the  language  of  this  law  "to  the 
interest  of  the  public." 

The  procedure  set  forth  in  the  law  is  that  the  conamission  acts 
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Whenever  the  commisBion  shall  have  reason  to  believe  that  any  such  person^ 
partnership,  or  (xnporation  has  been  or  is  using  any  unfair  method  of  competi- 
tion in  commerce,  and  if  it  shall  appear  to  the  commission  that  a  proceeding  by 
it  in  respect  thereof  would  be  to  the  interest  of  the  public. 

It  now  becomes  important  to  consider  the  phrase,  "reason  to 
believe."     Tlie  commission's  announced  rule  of  practice  reads: 

The  commission  shall  investigate  the  matters  complained  of  in  such  applica- 
tion, and  if  upon  investigation  the  commission  shall  have  reason  to  believe  that 
there  is  a  violation  of  law  over  which  the  commission  has  jurisdiction,  the  com- 
mission shall  issue  and  serve  upon  the  party  complained  of  a  complaint  stating 
its  charges 

This  and  the  preceding  paragraphs  of  this  rule  of  the  com- 
mission seem  to  make  it  plain  that  the  view  of  the  commission 
is  that  action  upon  alleged  violations  of  the  unfair  competition 
section  of  the  Trade  Commission  law  and  of  the  four  sections 
previously  mentioned  of  the  Clayton  Act  is  not  to  be  had  as  a 
matter  of  right  but  as  a  matter  of  grace.  The  procedure  set 
forth  in  the  Clayton  law  does  not  contain  the  phrase  "in  the 
interest  of  the  public.''  This  conclusion  is  reached  from  the  use 
in  the  announced  rule  of  the  words  "such  application,"  and  "may 
apply."  However,  it  has  not  yet  been  ascertained  in  practice 
just  how  far  "upon  investigation"  the  commission  will  go  before 
determining  to  issue  a  complaint.  It  is  not  yet  known  whether 
this  investigation  goes  to  the  extent  of  investigating  the  alleged 
facts  before  determining  to  issue  a  complaint  or  merely  making  an 
investigation  to  see  if  the  alleged  facts  charge  or  "give  reason  to 
believe  "  that  there  has  been  a  violation  of  the  law. 

It  can  hardly  be  expected  that  the  commission  will  be  able 
to  acquire  in  some  unexplained  manner  the  wireless  emanations 
of  thought  and  judgment  of  the  business  world  and  the  public 
at  large  so  as  to  enable  it  to  have  both  the  "reason  to  believe" 
and  knowledge  that  the  inquiry  would  be  "to  the  interest  of  the 
public."  Certainly,  some  more  tangible  and  direct  method  must 
be  determined  upon. 

Will  the  "reason  to  believe"  that  violations  of  law  have  been 
practised  or  are  going  on  and  that  an  inquiry  would  be  in  the  "in- 
terest of  the  public"  be  determined  by  the  commission  from  a  read- 
ing of  the  individual  "applications"  or  complaints?  What  effect 
would  a  hundred  such  complaints  or  "applications"  have  on  the 
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judgment  of  the  commission  as  to  whether  or  not  a  proceeding 
would  be  to  the  interest  of  the  public?  Or  again,  what  of  one 
complaint  setting  forth  a  hundred  instances  of  unfair  practices, 
outlining  perhaps  a  dozen  different  methods  of  competition,  all 
alleged  to  be  unfair?  Suppose  five  hundred  complaints  alleging 
and  describing,  perhaps,  twenty  violations  of  law  and  mentioning 
say  one  hundred  defendants  are  individually  lodged  with  the 
commission,  how  is  the  conmiission  to  satisfy  each  one  of  the 
complainants  that  he  has  a  day  in  court?  To  the  complainant, 
as  every  lawyer  knows,  his  case  is  the  only  case  in  the  whole  world 
worthy  of  attention.  It  is  a  fixed  principle  of  justice  that  every 
suitor  must  have  an  opportunity  to  make  good  his  complaint  and 
unless  he  has  such  opportimity  he  has  good  right  to  complain. 

True,  some  of  these  complaints  will  be  filed  by  individuals 
actuated  by  the  old  time  motive  that  "  'Tis  pleasant  sure  to  see 
one's  name  in  print";  others  will  be  friendly  attempts  to  get  a 
ruling  or  a  declination  from  the  commission  which  may  later  be 
used  as  an  O.  K.  to  the  business  method  involved.  How  are  these 
problems  to  be  met  by  the  conmiission? 

We  have  laws  against  assault  and  battery  but  it  does  not 
require  a  riot  in  order  that  the  ''public  interest''  be  asserted  by 
the  public  prosecutor,  or  the  judge,  or  the  justice  of  the  peace. 
This  still  leaves  the  individual  his  common  law  right  for  damages. 
Just  so  action  by  the  commission  is  not  exclusive.  The  complainant 
has  the  right  at  any  time  to  proceed  to  the  assertion  of  his  rights 
in  the  courts  regardless  of  the  commission's  action  or  failure  to  act. 

The  power  of  the  commission  is  judicial  to  assiune  jurisdiction 
of  the  complaint  of  anyone  who  complains  that  unlawful  means 
within  the  control  of  the  commission  and  denounced  by  the  law 
are  being  used  against  him.  Is  this  not  a  right  which  the  com- 
plainant has  which  the  commission  must  respect?  It  has  been 
stated  by  the  Supreme  Court  of  the  United  States,  In  re  Hollon 
Parker,  131  U.  S.,  221  that:  ''Rights  imder  our  system  of  law  and 
procedure  do  not  rest  in  the  discretionary  authority  of  any  officer, 
judicial  or  otherwise."  I  think  it  soimd  law  that  any  action  in 
connection  with  a  judicial  or  quasi-judicial  proceeding  for  which 
there  is  no  legal  excuse  is  subject  to  the  certain  control  of  the  courts. 

The  legal  principle  which  is  applicable  to  all  cases  presented 
to  the  commission  in  connection  with  unfair  practices  under  either 
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the  Trade  Commission  law  or  the  Clayton  Act  is  well  set  forth 
in  Humbolt  Steamship  Company  v.  I.  C.  C,  224  U.  S.,  474,  wherein 
it  is  declared:  "It  may  exercise  judgment  and  discretion,  and, 
it  may  be,  cannot  be  controlled  in  either.  But  if  it  absolutely 
refuse  to  act,  deny  its  power,  from  a  misimderstanding  of  the  law 
it  cannot  be  said  to  exercise  discretion.'* 

I  seriously  question  the  authority  of  the  commission  to  decline 
any  complaint  alleging  facts  constituting  in  law  unfair  competition 
or  unfair  methods  of  competition  in  interstate  commerce.  The 
civic  consequences  of  any  other  course  as  well  as  the  announced 
rules  of  law  and  the  well  known  principles  of  statutory  construction 
constrain  me  to  this  opinion.  This  does  not  mean  that  the  com- 
mission may  not  in  the  interest  of  justice  and  the  prompt  and 
orderly  dispatch  of  public  business  bunch  both  complainants  and 
defendants,  thus  bringing  into  one  case  varying  viewpoints  and 
interests  to  the  determination  of  a  correct  principle  touching 
the  questioned  method. 

Ccmrt  Review  of  Commission's  Orders 

Except  by  voluntary  acquiesence,  the  orders  of  the  com- 
niission  become  eflfective  only  after  having  been  passed  upon  by 
the  Circuit  Court  of  Appeals.  This  court  is  required  to  give  such 
cases  precedence. 

All  judicial  power  is  lodged  in  the  Supreme  and  inferior  courts 
established  by  Congress.  For  this  reason,  the  orders  of  the  com- 
mis^on  must  pass  in  review  by  the  courts.  Judges  hold  their 
office  during  good  behavior.  Members  of  the  conamission  hold 
their  office  for  a  term  of  seven  years. 

The  question  arises,  may  the  orders  of  the  commission  be 
made  conclusive  upon  the  courts  to  the  extent  attempted^  that  is, 
in  its  findings  of  fact,  if  supported  by  testimony? 

This  is  called  the  narrow  court  review  and  is  assmned  to 
be  based  upon  the  decisions  under  the  Hepburn  Amendment  to  the 
Interstate  Commerce  Commission  law.  In  short,  these  decisions 
hold  that  the  court  will  not  review  these  rulings  so  long  as  it 
api>ears  that  the  commission  was  acting  within  its  jurisdiction. 
But  as  was  said  by  a  very  distinguished  advocate  of  the  commission 
law  on  the  floor  of  the  Senate,  Senator  Cmnmins,  speaking  to  the 
point  of  giving  to  the  Trade  Commission  authority  to  announce 
rules  for  future  conduct: 
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I  doubt  whether  we  could  constitutionally  do  it,  because  there  is  a  difference 
between  prescribing  a  rule  for  business  so  far  as  competition  in  commerce  is 
concerned,  and  prescribing  a  rate  which  a  common  carrier  may  charge  for  its 
service. 

Undoubtedly,  there  is  a  very  marked  distinction  between 
interstate  carrier  transportation  by  common  carriers  and  trading 
by  those  engaged  in  general  industry,  even  though  such  trading 
may  be  in  interstate  commerce.  Common  carriers  are  affected  by 
a  public  interest.  The  regulation  of  their  rates  is  but  a  function 
of  government.  The  conduct  of  trade  is  not  yet  regarded  as  a 
function  of  government;  particularly  not  of  the  federal  govern- 
ment. This  distinction  yet  exists,  although  Congress  derives 
whatever  power  it  has  over  either  subject  from  the  same  words  in 
the  Constitution. 

As  the  bill  passed  the  Senate  the  provision  for  court  review 
was  almost  identical  with  that  provided  in  the  Hepburn  Amend- 
ment to  the  Interstate  Conunerce  law,  but  the  provision  was 
redrafted  and  considerably  modified  in  conference  in  a  further 
attempt  to  narrow  its  provisions. 

The  question  is  a  very  difficidt  one  and  probably  can  be 
only  a  matter  of  speculation  imtil  the  provision  has  been  reviewed 
in  the  courts. 

f  ,  Administrative  Powers  of  the  Commission 

The  commission  makelB  its  own  rules  of  practice  and  on  direction 
of  the  President  or  either  House  of  Congress  conducts  investiga- 
tions and  makes  report  of  its  findings  of  fact  with  reference  to 
any  alleged  violations  of  the  anti-trust  laws  by  any  corporation. 
The  limitations  and  use  of  this  power  appear  from  its  mere  state- 
ment. The  former  powers  of  the  Bureau  of  Corporations,  which 
bureau  the  commission  took  over,  with  respect  to  general  investiga- 
tions, although  in  the  bill  as  it  passed  the  Senate,  were  carefully 
elided  in  conference.  The  substitution  of  carefully  defined  powers 
of  investigations  was  made.  Probably,  economic  investigations 
which  have  heretofore  been  conducted  by  conmiittees  of  Congress 
will  in  the  future  be  made  by  the  commission  on  request. 

Upon  request  of  the  Attorney  General  the  commission  has 
power  to  investigate  and  report  how  any  business  charged  with 
violating  the  anti-trust  laws  may  readjust  its  business  in  conform- 
ity with  the  law.     This  power  is  likely  to  be  little  used. 
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An  impression  seems  to  exist  in  some  quarters  that  the  com- 
mission has  power  to  act  as  a  "little  father"  to  business,  and  while 
haying  the  power  to  chide  it,  may  also  grant  it  absolution  with 
instructions  how  to  avoid  sinning  further.     This  was  distinctly 
disavowed   by  distinguished   advocates   of  the  measure  and  an 
amendment  to  this  effect  was  voted  down  in  the  Senate  of  the 
United  States.     It  is  further  provided  in  the  law  that  "Nothing 
contained  in  this  act  shall  be  construed  to  prevent  or  interfere 
with  the  enforcement  of  the  provisions  of  the  anti-trust  acts  or 
the  acts  to  regulate  commerce,"  nor  "to  alter,  modify,  or  repeal 
the  same  or  any  part  thereof." 

The  commission  may  act  as  master  in  chancery  for  any  court 
trying  an  anti-trust  case,  which  court  may,  on  the  conclusion  of 
the  testimony,  refer  the  matter  to  the  commission  for  drafting 
and  reporting  an  appropriate  form  of  decree. 

It  may  investigate  on  its  own  motion  the  manner  in  which  any 
decree  in  an  anti-trust  case  is  being  carried  out,  and  on  the  applica- 
tion of  the  Attorney  General  it  must  so  act,  and  transmit  to  him 
its  report  and  recommendations  and  may  make  such  report  public 
in  its  discretion. 

The  commission  is  authorized  to  investigate  trade  conditions 
in  and  with  foreign  countries.  But  this  authority  is  Ihnited  to 
those  foreign  coimtries  "where  associations,  combinations,  or 
practices,  or  other  conditions,  may  aflfect  the  foreign  trade  of  the 
United  States."  The  phrase  "or  other  conditions"  probably 
opens  wide  the  door  for  this  kind  of  activity  anywhere.  On  these 
investigations  it  is  to  report  to  Congress  with  recommendations. 

The  commission  has  authority  to  provide  for  the  publication 
of  its  reports  and  decisions  and  to  make  public  from  time  to  time 
such  information  as  it  may  acquire,  "except  trade  secrets  and 
names  of  customers."     Names  of  customers  are  a  trade  secret. 

Commission  Powers  With  Respect  to  Corporations 

"Corporation,"  as  defined  by  the  act,  is  any  company  or 
association,  with  or  without  shares  of  capital  stock,  which  is 
organized  to  carry  on  business  for  its  own  profit  or  that  of  its 
members,  except  partnerships.  Partnerships  were  excluded,  per- 
haps, from  the  doubtful  constitutionality  of  the  exercise  of  the 
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contemplated  visitorial  powers  of  the  act;  even  though  such  may 
be,  and  often  are,  important  factors  in  interstate  conmierce. 

The  commission  is  authorized  to  require  annual  or  special 
reports  from  corporations  engaged  in  interstate  commerce,  other 
than  banks  and  common  carriers.  It  may  gather  and  compile 
information  concerning  the  organization,  business,  conduct,  prac- 
tices and  management  of  corporations  and  inquire  into  their 
relations  to  other  corporations,  individuals,  associations  and 
partnerships. 

While  reports  and  inquiries  of  this  character  are  ofttimes  very 
illuminating  and  to  the  student  very  interesting,  quite  frequently 
they  add  little  to  the  general  sum  of  knowledge  available  in  other 
forms. 

The  question  arises,  would  it  not  be  more  to  the  public  interest 
to  secure  a  really  useful  uniform  and  regular  report  from  corpora- 
tions engaged  in  interstate  commerce  and  make  all  these  at  once 
available  to  the  public  and  leave  special  studies  to  special  occasions 
as  they  may  arise?  Unless  such  reports  are  made  immediately 
open  for  public  use,  there  is  grave  danger  in  a  mass  of  reports  being 
made  a  rampart  behind  which  delays  or  inactivities  of  the  com- 
mission might  retire,  secure  from  public  gaze. 

This  character  of  reports  may  be  provided  by  the  proper 
exercise  of  the  powers  confided  to  the  Trade  Conamission  by  this 
law.  Honest  business,  which  is  most  business,  will  welcome  the 
chance  to  deposit  in  some  central  place  the  proper  public  facts 
with  reference  to  its  industry. 

The  determination  of  a  standard  form  of  report  may  well 
become  the  subject  of  careful  joint  consideration  by  the  com- 
mission, the  accounting  officers  of  corporations,  the  officials  of 
states  who  have  to  do  with  corporate  reports,  public  accountants, 
and  economists,  "those  geologists  of  politics." 

While  it  has  often  been  talked  of  in  this  country,  no  real 
substantial  means  has  ever  been  arranged  for  utilizing  the  force 
of  public  opinion  in  combating  the  abuses  of  corporate  combinations. 
It  may  be,  that  this  provision  for  corporate  reports  may  supply 
that  omission.  The  manner  of  its  administration  will  be  awaited 
by  corporate  managers,  investors,  and  the  general  public  with 
interest. 

As  a  means  to  an  end,  as  a  means  of  proper  publicity  of  inter- 
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state  activities  of  corporations  engaged  in  commerce,  of  fact 
finding,  of  public  hiformation,  and  at  all  times  acting  under  the 
terms  of  exact  and  well  considered  law  and  with  a  full  appreciation 
of  public  responsibility,  in  our  present  situation,  such  a  commission 
as  is  authorized  by  this  law  can  be  very  useful.  As  earlier  pointed 
out,  a  distinct  peril,  not  only  to  the  commission  itself  but  to  the 
interests  affected  by  it,  lies  in  the  multitude  of  its  duties  and  the 
conglomerate  nature  of  its  powers. 
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THE   FEDERAL  TRADE   COMMISSION  AND   ITS  RELA- 
TION TO  THE  COURTS 

By  Cornelius  Lynde, 
Attorney  at  Law,  Chicago,  111. 

The  Trade  Commission  has  proceeded  very  slowly  and  cau- 
tiously in  feeling  its  way.  Its  actions  have  been  in  addition  ham- 
pered by  the  failure  of  Congress  to  appropriate  much  money  for 
its  needs.  It  is  probably  true,  also,  that  the  business  depression 
prevailing  at  the  time  the  commission  was  organized  and  the  un- 
certainty of  business  conditions  have  had  their  influence  with  the 
commission  in  inducing  it  to  proceed  slowly.  That  this  is  the  course 
of  wisdom  is  apparent.  There  have  been,  however,  no  decisions 
in  the  coiu'ts  construing  these  new  laws  with  perhaps  one  minor 
exception.  It  must  be  remembered,  therefore,  that  this  discussion 
is  necessarily  an  attempt  to  prophesy  based  upon  analysis.  It  is 
hoped  that  this  discussion  may  suggest  some  of  the  questions  which 
the  courts  will  be  called  upon  to  determine  in  construing  the  powers 
and  duties  of  the  Trade  Commission. 

The  opportunity  for  the  courts  to  affect  the  functions  of  the 
Trade  Commission  must  arise  in  one  of  three  ways:  by  reason  of  an 
appeal  from  a  proceeding  before  the  commission  and  the  review  by. 
the  courts  of  the  acts  of  the  commission  in  such  proceeding;  or 
secondly,  the  interpretation  by  the  courts  of  the  language  of  the 
statute  creating  the  powers  and  duties  of  the  commission,  whether 
such  question  of  interpretation  arises  on  appeals  from  the  commis- 
sion or  in  other  proceedings;  or  thirdly,  the  use  of  the  power  of  the 
courts  to  compel  oiBBcers  of  the  government  to  exercise  the  func- 
tions, duties  and  authority  vested  in  them  by  law.  Assuming  that 
the  Trade  Commission  acts  within  the  powers  given  to  it  by  the 
statute,  when  the  Trade  Commission  compels  the  filing  of  reports 
or  performs  its  investigatory  functions  in  the  future,  the  courts  will 
not  be  much  concerned.  Of  course  if  the  commission  seeks  to  exer- 
cise arbitrary  power,  that  is,  power  not  granted  to  it  by  the  law 
or  an  unwarranted  or  excessive  extension  of  powers  granted,  the 
courts  will  always  be  open  to  prevent  such  abuse.     But  with  the 
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single  exception  to  be  hereafter  noted*  practically  the  courts  will 
exercise  their  powers  in  relation  to  the  Trade  Commission  either 
by  way  of  appeal  and  review  or  by  way  of  interpretation  of  the 
statute.  All  questions  of  the  constitutionaUty  of  the  statute  itself 
are  of  course  comprehended  within  the  exercise  of  the  power  of 
interpretation.  We  will  first  discuss  therefore  the  maimer  in  which 
the  comEEiission  is  to  conduct  its  hearings  and  the  courts  to  review 
the  results  thereof. 

Section  5  of  the  Trade  Commission  Act  lays  down  first  the  gen- 
eral rule  against  the  use  of  unfair  methods  of  competition  in  com- 
merce and  then  provides  the  manner  in  which  the  commission  shall 
enforce  this  rule.     This  is  done  by  the  fiUng  of  a  complaint  by  the 
coniinission,  prepared  by  the  commission  and  filed  before  itself. 
The  hearing  is  conducted  by  the  commission  and  there  are  specific 
provisions  in  the  section  for  the  preservation  of  the  rights  of  par- 
ties to  such  hearings  which  may  be  said  generally  to  comply  with 
the  requirements  of  due  process  of  law.     The  commission  as  the 
result  of  such  hearing  is  empowered  to  enter  an  order  directing  the 
defendants  to  cease  and  desist  from  using  the  method  of  competi- 
tion found  on  the  hearing  to  be  unlawful.     Its  order,  however,  is 
not  self-enforcing  and  only  becomes  actively  effective  when  the 
commission  as  a  litigant  shall  have  sued  out  a  writ  of  injunction  in 
the  Circuit  Court  of  Appeals  for  the  circuit  where  the  method  of 
comj>etition  in  question  was  used.     This  injunction  is  obtained  by  a 
review  by  the  court  of  all  the  proceedings  before  the  commission, 
in  which  review,  however,  the  findings  of  the  commission  as  to  the 
facts,  if  supported  by  testimony,  shall  be  conclusive.     Exactly  the 
same  procedure  is  provided  where  any  party  required  by  an  order 
of  the  commission  to  cease  and  desist  from  using  a  particular  method 
of   competition  desires  to  set  aside  the  order  of  the  commission  in 
case  the   commission  itself  has  failed  to  apply  for  the  injunctive 
order  in   the  court.     That  the  hearing  in  the  Court  of   Appeals 
must  be  entirely  upon  the  record  made  before  the  commission  is 
plain  from  the  fact  that  the  section  provides  machinery  for  the 
taking  of  additional  evidence  by  the  commission  if  good  cause  be 
shown  to  the  court.     The  jurisdiction  of  the  Circuit  Court  of  Ap- 
peals "to  enforce,  set  aside  or  modify"  orders  of  the  commission 
shall  be  exclusive. 

»  See  diflcuflflion  of  Sec.  7,  Master  in  Chancery  function. 
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This  in  brief  is  an  outline  of  the  machinery  provided  and  the 
method  of  review  established.  There  are  several  things  in  these 
provisions  which  may  be  regarded  as  out  of  the  ordinary.  The  fact 
that  in  one  proceeding  in  reference  to  a  particular  unfair  method  of 
competition  the  commission  must  occupy  the  positions  of  first 
being  complainant  before  the  commission  and  then  trier  of  the  facts 
and  the  law  on  such  proceeding,  and  thereafter  complainant  in  the 
Court  of  Appeals  for  the  purpose  of  enforcing  the  result  of  its  de- 
termination, is  unique,  it  is  believed,  in  our  jurisprudence.  The 
original  Act  to  Regulate  Commerce  provided  that  the  Interstate 
Commerce  Commission  could  only  make  its  order  effective  by  suing 
out  injunctions  in  the  Circuit  Courts  of  the  United  States,  but  in 
such  proceedings  there  was  a  trial  de  novo  and  the  Circuit  Court 
was  not  confined  to  the  record  made  before  the  Interstate  Commerce 
Commission,  and  of  course  the  Interstate  Commerce  Commission 
did  not  in  fact  file  complaints  before  itself,  but  entertained  and 
passed  upon  complaints  filed  by  ordinary  litigants. 

The  power  given  the  Interstate  Conmierce  Commission  to 
order  general  investigations  is  practically,  however,  the  power  to 
inirtitute  proceedings  and  the  Commerce  Commission  has  upon 
occasion  attempted  to  enforce  by  proceeding  in  the  courts  the  con- 
clusions reached  as  the  result  of  such  general  investigations. 

There  is  still  another  provision  of  the  law  not  mentioned  so 
far  which  deserves  consideration.  The  language  of  the  statute 
covering  the  filing  of  complaints  by  the  commission  before  itself 
is  as  follows: 

Whenever  the  commission  shall  have  reason  to  believe  that  any  such  person, 
partnership  or  corporation  has  been  or  is  using  any  unfair  method  of  competition 
in  commerce,  and  if  it  shall  appear  to  the  commission  that  a  proceeding  by  it  in 
respect  thereof  tvould  be  to  the  interest  of  the  pnbliCf  it  shall  issue  and  serve  upon  such 
person,  partnership  or  corporation  a  complaint  stating  its  charges  in  that  respect, 
etc. 

The  commission,  therefore,  is  not  apparently  required  to  file 
complaints  as  to  every  matter  brought  to  its  attention,  but  only 
when  the  commission  finds  as  a  fact  that  the  entertaining  by  it  of 
such  complaint  will  be  to  the  interest  of  the  public.  It  was  prob- 
ably the  intention  of  the  framers  of  this  section  that  the  commission 
should  be  vested  with  a  certain  discretion  in  relation  to  the  enter- 
taining or  filing  of  complaints.     The  exercise  of  this  would  prevent 
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the  commission  from  being  used  improperly  for  the  disturbance  of 
legitimate  business  conditions  and  practices,  and  the  making  effect- 
ive of  such  intention  undoubtedly  will  prove  of  benefit.  In  spite 
of  this  proper  intention,  however,  the  exact  interpretation  of  the 
language  quoted  is  a  matter  of  great  diflBculty. 

The  commission  is  given  a  specific  duty.     This  cannot  be  dis- 
puted.    It  must  carry  on  its  functions  for  the  purpose  of  preventing 
the  use  of  unfair  methods  of  competition.     The  same  section  de- 
clares such  methods  to  be  unlawful  and  the  entire  purpose  of  the 
creation  of  the  commission  is  to  render  effective  this  declaration  of 
illegality  by  the  due  exercise  of  the  powers  given  to  the  commission. 
It  must,  therefore,  follow  that  in  a  proper  case  the  courts  may  be 
called  upK)n  to  issue  a  writ  of  mandamus  to  compel  the  commission 
to  perform  this  duty  if  the  conmiission  has  refused  so  to  do.     It 
would  not  be  constitutional  for  Congress  to  declare  that  the  com- 
mission alone  shall  be  vested  with  authority  to  determine  whether 
it  has  a  legal  duty  to  perform  in  a  particular  set  of  circumstances. 

The  diflBculty  is  that  there  is  nothing  in  the  law  providing 
for  the  maimer  in  which  informations  or  complaints  may  be  filed 
with  the  commission  for  the  purpose  of  causing  the  commission 
to  "have  reason  to  believe"  that  a  violation  of  law  has  taken 
place.  Under  sub-section  G  of  section  6  of  the  act,  the  commission 
is  given  pow^r  "from  time  to  time  to  classify  corporations  and  to 
make  rules  and  regulations  for  the  purpose  of  carrying  out  the 
provisions  of  this  act."  The  commission  has  imder  this  power 
adopted  rules  providing  for  the  filing  of  complaints  with  it,  and  it 
may  be  that  this  action  of  the  commission  will  supply  the  omission 
of  Congress  to  cover  specifically  this  matter  in  the  statute. 

Section  5  provides,  as  noted  above,  that  the  findings  of  facts 
of  the  commission  on  proceedings  before  it  under  the  section  shall 
be  conclusive.  But,  what  is  meant  by  "findings  of  facts,"  and 
how  far  will  the  courts  actually  be  bound  by  the  determination  of 
the  commission?  In  the  first  place,  are  the  findings  of  the  commis- 
sion as  to  jurisdictional  facts  conclusive?  Take  the  matter  just 
discussed.  The  commission  can  only  file  a  complaint  when  it 
finds  that  the  entertaining  of  a  proceeding  will  be  "in  the  interest 
of  the  public."  It  must,  therefore,  in  its  order  so  find.  Plainly 
such  a  finding  could  not  be  conclusive  upon  the  Circuit  Court  of 
Appeals,  and  if  the  Circuit  Court  of  Appeals  should  disagree  with 
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the  commission  as  to  the  "interest  of  the  public"  it  would  neces- 
sarily dismiss  the  entire  proceeding.  This  would  be  equally  true 
of  any  other  jurisdictional  fact. 

The  language  of  the  rule  that  the  Federal  Trade  Commission 
has  adopted  covering  this  matter  is  illuminating.  Rule  2  provides 
for  the  filing  of  complaints  by  individuals  before  the  conmiission 
for  the  purpose  of  applying  to  the  conunission  to  institute  a  pro- 
ceeding in  response  to  violations  of  laW  over  which  the  commission 
has  jurisdiction.    The  rule  then  provides, 

The  commission  shaJl  investigate  the  matters  complained  of  in  such  appli- 
cation and  if  upon  investigation  the  commission  shall  have  reason  to  believe  that 
there  is  a  violation  of  law  over  which  the  commission  has  jurisdiction, 

the  commission  shall  then  proceed  in  accordance  with  the  act. 
There  is  nothing  in  this  rule  about  any  finding  by  the  commission 
as  to  "the  public  interest,"  except  that  the  commission  may  Believe 
it  only  has  jurisdiction  over  matters  involving  the  public  interest. 
It  is  submitted  that  the  language  of  the  rule  is  more  consistent  with 
the  interpretation  of  the  prohibition  against  the  use  of  unfair  meth- 
ods of  competition  suggested  later  on.  It  is  diflScult  to  see  how  the 
Trade  Commission  can  fulfill  its  duty  of  preventing  the  use  of  un- 
fair methods  of  competition  in  commerce  if  the  language  referred 
to,  that  is,  the  provision  as  to  the  public  interest,  is  a  limitation  upon 
the  commission's  power,  unless  it  be  the  fact  that  every  violation 
of  the  rule  against  unfair  methods  of  competition  involves  the 
public  interest. 

The  real  question  presented  by  this,  law  and  the  one  about 
which  the  greatest  uncertainty  prevails  is  the  meaning  of  the  ex- 
pression "unfair  methods  of  competition"  and  the  extent  to  which 
the  prohibition  against  their  uses  will  be  carried. 

There  are  several  matters  which  should  be  cleared  away  before 
the  real  question  is  approached.  In  the  first  place  the  expression 
"  unfair  methods  of  competition  "  is  new  in  the  law.  The  original 
draft  of  Section  5  uses  the  language  "unfair  competition"  and  it 
was  suggested  before  the  Senate  Committee  on  Interstate  Commerce 
to  which  this  draft  was  first  submitted,  that  the  courts  had  applied 
certain  rules  in  relation  to  unfair  competition  and  the  decisions  in 
this  connection  might  limit  the  meaning  which  should  be  attached 
to  the  statute  if  this  identical  phrase  of  "unfair  competition"  was 
used.     The  courts  had  held  that  practices  by  which  the  goods  of 
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one  man  were  attempted  to  be  foisted  upon  the  public  as  the  goods 
of  another  through  misrepresentation,  etc.,  was  unfair  competition. 
There  were  expressions  in  some  of  the  decisions  which  might  have 
led  to  the  conclusion  that  this  character  of  transaction  was  the  only- 
thing  which  could  be  called  tmfair  competition  at  common  law  but 
such  expressions  were,  of  course,  never  necessary  in  the  cases 
which  employed  them  and  obviously  there  was  no  case  squarely 
holding  upon  the  issues  involved  that  any  such  limited  subject 
matter  was  comprehended  within  the  meaning  of  the  phrase  "un- 
fair competition."  But  in  order  to  obviate  the  possibility  of  any 
narrowing  of  its  prohibition  by  previous  construction  of  the  lan- 
guage by  the  courts,  Congress  changed  the  expression  to  "unfair 
methods  of  competition." 

It  should  be  noted,  also,  that  in  various  decisions  construing 
the  Sherman  Law  and  more  particularly  in  consent  decrees  en- 
tered in  suits  brought  by  the  government  in  order  to  restrain  viola^ 
tions  of  the  Sherman  Law,  the  phrase  "unfair  competition"  is  to 
be  found.  So  that  even  without  the  change  in  language  there  was 
basis  for  fairly  claiming  the  courts  had  already  applied  the  expres- 
sion "unfair  competition"  to  practices,  which  might  be  condemned 
under  the  prohibition  of  the  Sherman  Law. 

In  the  Standard  Oil  Decision,  Mr.  Chief  Justice  White  comes 
as  close  to  giving  a  definition  of  the  extent  and  application  of  Sec- 
tions 1  and  2  of  the  Sherman  Law  as  can  be  found,  where  he  says: 
(P.  6L) 

In  other  words,  having  by  the  first  section  forbidden  all  means  of  monopoliz- 
ing trade,  that  is,  unduly  restraining  it  by  means  of  every  contract,  combination, 
etc.,  the  second  section  seeks,  if  possible,  to  make  the  prohibitions  of  the  act  all 
the  more  complete  and  perfect  by  embracing  all  attempts  to  reach  the  end  pro- 
hibited by  the  first  section,  that  is,  restraints  of  trade,  by  any  attempt  to  monopo- 
lize, or  monopolization  thereof,  even  although  the  acts  by  which  such  results 
are  attempted  to  be  brought  about  or  are  brought  about  be  not  embraced  within 
the  general  enumeration  of  the  first  section. 

Section  1  of  the  Sherman  Law  forbids  contracts,  combinations 
or  conspiracies  in  restraint  of  trade;  in  other  words  there  must  be 
concerted  action  between  two  or  more  individuals  or  corporations. 
The  actions  of  a  single  person  or  corporation  could  not  come  within 
the  purpose  of  the  first  section,  but  the  second  section,  as  is  shown 
by  the  language  above,  forbids  any  attempt  to  monopolize  or  actual 
monopolization  and  the  court  says,  not  only  in  the  language  quoted 
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but  elsewhere  in  the  opinion,  that  restraint  of  trade  and  monopoly 
or  attempts  to  monopolize  are  to  all  intents  and  purposes  synony- 
mous. Therefore  it  follows  that  the  second  section  of  the  act  would 
apply  to  the  acts  of  an  individual  or  corporation  if  such  acts,  carried 
to  a  final  conclusion,  would  result  in  monopolization  or  what  might 
be  construed  as  a  direct  attempt  toward  such  end.  It  would  seem 
that  the  first  and  second  sections  of  the  Sherman  Law  cover  the  same 
subject  matter,  the  first  section  being  directed  at  acts  which  are 
the  result  of  concerted  action  or  combination  of  individuals,  the 
second  section  being  aimed  at  the  same  acts  when  done  by  individ- 
uals. 

In  the  American  Tobacco  Company  case,  the  decision  in  which 
was  handed  down  at  the  same  time  as  the  Standard  Oil  decision, 
the  Supreme  Court  used  expressions  again,  in  the  opinion  of  Mr. 
Chief  Justice  White,  which  renders  the  matter  still  more  plain. 
He  said  (at  p.  179): 

Applying  the  rule  of  reason  to  the  construction  of  the  statute,  it  was  held 
in  the  Standard  Oil  Case  that  as  the  words  "restraint  of  trade  "  at  common  law  and 
in  the  law  of  this  country  at  the  time  of  the  adoption  of  the  Anti-trust  Act  only 
embraced  acts  or  contracts  or  agreements  or  combinations  which  operated  to  the 
prejudice  of  the  public  interests  by  unduly  restricting  competition  or  unduly 
obstructing  the  due  course  of  trade  or  which,  either  because  of  their  inherent 
natiu:«  or  effect  or  because  of  the  evident  purpose  of  the  acts,  etc.,  injuriously 
restrained  trade,  that  the  words  as  used  in  the  statute  were  designed  to  have  and 

did  have  but  a  like  significance Coming  then  to  apply  to  the  case 

before  us  the  act  as  interpreted  in  the  Standard  Oil  and  previous  cases,  all  the 
difficulties  suggested  by  the  mere  form  in  which  the  assailed  transactions  are 
clothed  become  of  no  moment.  This  follows  because  although  it  was  held  in  the 
Standard  Oil  Case  that,  giving  to  the  statute  a  reasonable  construction,  the 
words  "restraint  of  trade"  did  not  embrace  all  those  normal  and  usual  contracts 
essential  to  individual  freedom  and  the  right  to  make  which  were  necessary  in 
order  that  the  com^e  of  trade  might  be  free,  yet,  as  a  result  of  the  reasonable 
construction  which  was  affixed  to  the  statute,  it  was  pointed  out  that  the  generic 
designation  of  the  first  and  second  sections  of  the  law,  when  taken  together, 
embraced  every  conceivable  act  which  could  possibly  come  within  the  spirit  or  purpose 
of  the  prohibitions  of  the  law,  without  regard  to  the  garb  in  which  such  acts  were 
clothed.  That  is  to  say,  it  was  held  that  in  view  of  the  general  language  of  the 
statute  and  the  public  policy  which  it  manifested,  there  was  no  possibility  of 
frustrating  that  policy  by  resorting  to  any  disguise  or  subterfuge  of  form,  since 
resort  to  reason  rendered  it  impossible  to  escape  by  any  indirection  the  prohibi- 
tions of  the  statute.     (Italics  are  mine.) 

It  may,  therefore,  be  said  that  every  act  which  interferes  with 
the  due  course  and  freedom  of  commerce  or  which  operates  as  a 
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restraint  of  trade  whether  the  result  of  combination  or  the  individ- 
ual acts  of  a  person  or  corporation,  is  in  violation  of  the  prohibition 
of  either  Section  1  or  Section  2  of  the  Sherman  Law. 

It  is  said  so  often  in  the  two  decisions  referred  to  above  and  in 
numerous  other  decisions  as  not  to  need  citations  in  support  that 
the  real  purpose  or  public  policy  to  enforce  which  the  Sherman  Law 
was  passed  was  the  preservation  of  the  individual  right  to  contract 
unobstructed  by  improper  acts  of  others,  and  further  the  preserva- 
tion of  the  free  flow  of  commerce  unobstructed  by  improper  tram- 
mels. In  other  words,  the  policy  is  not  limited  to  the  preservation  y^ 
of  freedom  of  contract.  Freedom  of  action  in  other  form  than  con- 
tract is  also  sought. 

Can  there  be  an  unfair  method  of  competition  in  commerce    \ 
which  does  not  interfere  either  with  the  freedom  of  contract  or  the     \ 
free  and  unrestricted  flow  of  commerce?     Does  it  not  follow  that 
the  prohibition  of  Section  5  of  the  Federal  Trade  Commission  Act     ' 
against  the  use  of  unfair  methods  of  competition  in  commerce  is 
merely  a  prohibition  of  acts  which  are  forbidden  by  Sections  1  and 
2  of  the  Sherman  Law?     This  does  not  mean,  of  course,  that  Sec- 
tion 5  does  not  create  an  entirely  different  and,  in  a  sense,  supple- 
mentary method  of  preventing  the  evils  against  which  the  Sherman 
Law  was  aimed. 

The  conclusion  that  the  prohibition  of  Section  5  covers  the 
same  field  as  the  prohibition  of  Sections  1  and  2  of  the  Sher- 
matn  Law  is  strengthened  by  the  fact  that  there  is  no  method 
of  competition  which  has  been  held  by  the  courts  to  be  unfair, 
which  has  not  been  enjoined  by  the  courts  in  proceedings  instituted 
for  the  enforcement  of  the  Sherman  Law. 

All  that  the  Trade  Commission  Act  does,  therefore,  is  to  create 
supplemental  remedies  .and  additional  machinery  for  the  enforce- 
ment of  the  intention  of  the  Sherman  Law. 

There  are  many  things  in  the  Trade  Commission  Act  itself 
which  lend  support  to  this  conclusion.  In  the  first  place.  Section  6 
of  the  act  gives  the  Commission  power  to  investigate  violations  of 
the  anti-trust  acts.  It  is  given  power  to  investigate  the  manner 
in  which  final  decrees  entered  in  proceedings  instituted  by  the 
attorney  general  to  enforce  the  anti-trust  acts  have  been  carried  out 
and  this  upon  the  initiative  of  the  commission.  It  is  given  the 
power  not  only  to  investigate  but  to  make  reconamendations  for  the 
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readjustment  of  the  business  of  any  corporation  alleged  to   be 
violating  the  anti-trust  acts. 

Section  7  of  the  act,  providing  that  the  commission  may  act  as 
master  in  chancery  in  fixing  the  form  of  the  decree  in  anti-trust 
proceedings,  is  discussed  hereafter.  The  fact  that  it  is  specifically 
provided  in  Section  11  that  nothing  in  the  act  shall  be  taken  to 
alter,  amend,  modify  or  repeal  the  anti-trust  acts  and  also  that  it  is 
provided  in  Section  5  that  no  order  of  the  commission  or  judgment 
of  the  court  to  enforce  the  same  shall  in  any  wise  relieve  any  per- 
son, etc.,  from  liability  under  the  anti-trust  acts,  does  not  make 
against  this  interpretation.  The  provisions  last  cited  merely 
strengthen  the  conclusion  that  the  remedies  of  the  Trade  Com- 
mission Act  are  cumulative  and  supplemental  to  those  of  the 
Sherman  Law. 

Section  9  of  the  Federal  Trade  Commission  law  contains  a 
provision  equivalent  to  the  ordinary  immunity  provisions  of  the 
Interstate  Commerce  and  Bureau  of  Corporation  laws.  Since  there 
is  no  penalty  imposed  for  a  violation  of  the  rule  of  Section  5  there 
would  be  no  necessity  for  any  immunity  provision  applicable  to 
hearings  under  this  section  unless  it  was  obvious  that  the  facts  and 
issues  involved  were  those  which  might  be  the  subject  of  criminal 
proceedings.  It  is  true  the  language  of  the  immunity  provision  re- 
ferred to  does  not  apply  specifically  to  hearings  under  Section  5  but 
would  include  any  investigations  by  the  commission,  yet,  never- 
theless, it  is  equally  true  these  provisions  must  apply  to  the  hearings 
under  Section  5.  Congress  may  be  said,  therefore,  to  have  recog- 
nized that  these  hearings  would  involve  Sherman  Law  issues. 

If  the  construction  suggested  be  adopted,  it  greatly  clarifies 
some  of  the  imcertainties  attending  the  questions  of  procedure. 
Every  undue  restraint  of  trade  is  a  matter  in  which  the  public  is 
interested.  It,  therefore,  follows  that,  if  the  Trade  Commission 
have  reason  to  believe  that  an  act  of  unfair  competition,  or,  in  other 
words,  an  undue  restraint  of  trade  or  attempt  to  monopolize  has 
taken  place,  the  duty  of  the  commission  to  file  complaint  and  pro- 
ceed forthwith  in  accordance  with  the  provisions  of  Section  5  is 
plain  and  the  commission  has  no  discretion  in  the  matter.  It 
follows  as  a  matter  of  law  that  the  public  interest  is  involved. 

In  speaking  of  the  course  of  the  common  law  in  dealing  with 


Digitized  by 


Google 


FSDBEAL    TrADB    COMMISSION  33 

restraints  of  trade  and  monopoly  in  the  Standard  Oil  case,  Mr. 
Chief  Justice  White  says: 

Without  going  into  detail,  and  but  very  briefly  surveying  the  whole  field,  it 
may  be  with  accuracy  said  that  the  dread  of  enhancement  of  prices  and  of  other 
wronge  which  it  was  thought  would  flow  from  the  undue  limitation  on  compet- 
itive conditions  caused  by  contracts  or  other  acts  of  individuals  or  corporations, 
lead,  as  a  matter  of  public  policy,  to  the  prohibition  or  treating  as  illegal  all  con- 
tracts or  acts  which  were  unreasonably  restrictive  of  competitive  conditions, 
either  from  the  nature  or  character  of  the  contract  or  act,  or  where  the  surround- 
ing circumstances  were  such  as  to  justify  the  conclusion  that  they  had  not  been 
entered  into  or  performed  with  the  legitimate  purpose  of  reasonably  forwarding 
personal  interest  and  developing  trade,  but,  on  the  contrary,  were  of  such  a 
character  as  to  give  rise  to  the  inference  or  presimiption  that  they  had  been 
entered  into  or  done  with  the  intent  to  do  wrong  to  the  general  public  and  to 
limit  the  right  of  individuals,  thus  restraining  the  free  flow  of  commerce  and  tend- 
ing to  bring  about  the  evils,  such  as  enhancement  of  prices,  which  were  considered 
to  be  against  public  policy.  . 

In  other  words,  injury  to  the  public  is  necessarily  involved  in 
any  act  or  combination  which  interferes  with  the  free  flow  of  com- 
merce or  the  unrestricted  opportunity  of  one  member  of  the  public 
to  compjete  with  another,  and  unfair  methods  of  competition,  if 
indulged  in  to  the  injury  of  competitors,  necessarily  injures  the  pub- 
lic- And  it  could  hardly  be  claimed  that  the  Trade  Commission 
was  given  any  discretion  as  to  the  extent  of  public  injury  to  be 
involved. 

The  Federal  Trade  Commission  is  unique  in  respect  to  one  of  its 
functions.  It  is  the  only  commission  created  by  Congress  possess- 
ing any  of  the  characteristics  that  are  ordinarily  understood  as 
commonly  belong  to  ''Commissions,"  which  is  vested  with  a  dis- 
tinctly defined  judicial  function.  Section  7  of  the  Trade  Commis- 
sion law  provides  that  in  suits  in  equity  under  the  direction  of  the 
attorney  general  for  enforcement  of  the  anti-trust  acts,  the  court 
may,  on  the  conclusion  of  the  testimony,  if  it  be  of  opinion  that  the 
complainant  is  entitled  to  relief,  refer  the  suit  to  the  commission 
"as  a  master  in  chancery  to  ascertain  and  report  a  proper  form  of 
decree  therein."  The  section  then  provides  that  the  commission 
shall  proceed  upon  such  notice  to  the  parties,  and  under  such  rules 
of  procedure  as  the  court  may  prescribe,  and  on  the  coming  in  of 
the  report  exceptions  may  be  filed  and  the  ordinary  proceedings 
had  as  in  the  case  of  the  report  of  a  master  in  chancery  in  equity 
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causes,  "But  the  court  may  adopt  or  reject  such  report  in  whole 
or  in  part  and  enter  such  decree  as  the  nature  of  the  case  may,  in  its 
judgment,  require." 

A  master  in  chancery  is  a  distinctly  judicial  officer.  He  is. in 
one  sense  an  assistant  judge.  In  another  sense  he  is  the  jury  de- 
termining the  facts  in  equity  causes,  although  his  fimction  is  never 
limited  to  a  mere  deterinination  of  the  facts.  It  would  seem  that 
the  defendants  in  such  proceedings  might  well  object  to  the  inter- 
position of  the  Trade  Commission,  and  if  it  could  be  made  to  appear 
on  the  record  in  any  way  whatsoever  that  the  rights  or  interests  of 
the  defendants  were  in  any  manner  affected  by  such  reference,  it  is 
doubtful  whether  the  court  would  have  power  to  order  the  reference. 

Another  matter  that  should  be  noted  in  connection  with  this 
section  is  the  very  vague  definition  of  the  Trade  Commission's 
function.  The  reference  is  for  the  purpose  of  ascertaining  and  re- 
porting ''a  proper  form  of  decree."  Whether  this  would  include 
in  any  sense  a  passing  upon  the  evidence  and  a  determination  of  the 
ultimate  facts  upon  which  the  decree  was  to  be  founded,  is  very 
doubtful.  II  can  hardly  be  believed,  however,  that  Congress  would 
enact  this  section  for  the  mere  purpose  of  having  the  Trade  Commis- 
sion draw  up  the  formal  part  of  a  Sherman  Law  decree.  The 
language  used,  unfortunately,  would  seem  to  indicate  that  this 
was  nevertheless  the  intention  of  Congress.  If  the  courts  come  to 
the  conclusion  that  the  only  function  of  the  Trade  Commission 
imder  this  section  is  to  pass  upon  the  form  of  the  decree  without 
passing  upon  the  merits  of  the  case  or  discussing  disputed  questions 
of  fact  or  questions  of  law,  it  is  almost  certain  that  the  practice 
devised  will  never  be  used.  The  debates  in  Congress,  however, 
show  that  such  was  not  the  intention  at  the  time  this  section  was 
adopted  in  spite  of  the  unfortunate  language  used.  It  was  intended 
that  the  Trade  Commission  should  exercise  some  real,  if  undefined, 
influence  in  the  decision  of  anti-trust  cases. 

When  it  is  remembered  that  the  principal  duty  of  the  Trade 
Commission  under  Section  5  of  the  act,  and  by  all  odds  the  most  im- 
portant duty  that  it  has,  is  to  enforce  the  rule  against  unfair  meth- 
ods of  competition  and  further  that  unfair  competition  is  in  all 
instances  at  the  base  of  anti-trust  proceedings,  the  propriety  of 
providing  some  machinery  by  which  proper  coordination  will  take 
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place  between  the  acts  of  the  Trade  Commission  and  the  rulings  of 
the  courts  is  plain. 

If  there  should  be  presented,  for  instance,  in  an  equity  pro- 
ceeding brought  by  the  Attorney  General  to  prevent  violations  of 
the  anti-trust  laws,  issues  of  fact  involving  unfair  methods  of  com- 
petition, the  propriety  of  obtaining  the  opinion  of  the  Trade  Com- 
mission upon  such  facts  is  obvious.  The  Trade  Commission  imder 
Section  5  is  vested  with  the  power,  and  has  the  emphatic  duty,  of 
preventing  the  use  of  unfair  methods  of  competition.  It  alone  can 
file  complaints.  It  would  seem  absurd  to  have  the  Trade  Commis- 
sion proceeding  along  independent  lines,  while  the  Attorney  General 
at  the  same  time  is  seeking  injunctions  in  the  federal  courts,  both 
proceedings  being  directed  to  the  same  end.  When  it  is  seen  also 
that  Section  5  provides  for  an  appeal  to  the  same  courts  which  are 
entertaining  the  Attorney  General's  proceeding,  the  wisdom  of  this 
provision  is  plain. 

If  the  Trade  Commission  is  to  act  as  a  master  in  chancery  in 
equity  proceedings  by  the  Attorney  General,  it  should  bring  to  bear 
ui>on  the  questions  in  the  proceeding  all  of  its  experience  and 
authority.  The  obvious  purpose  of  the  court  and  the  commission, 
whether  acting  jointly  or  independently,  is  to  arrive  at  the  proper 
enforcement  of  the  laws,  and  the  Trade  Commission  Law  and  the 
Sherman  Law  are  inextricably  bound  together. 

This  interdependence  of  the  courts  and  the  Trade  Conunission 
for  the  obvious  piupose  of  enforcing  the  same  public  policy  is  fur- 
ther shown  by  the  fact  that  in  Section  6  the  commission  is  given 
the  power  upon  the  application  of  the  attorney  general  ''to  investi- 
gate and  make  recommendations  for  the  readjustment  of  the  busi- 
ness of  any  corporation  alleged  to  be  violating  the  anti-trust  acts 
in  order  that  the  coiporation  may  thereafter  maintain  its  organiza- 
tion, management  and  conduct  of  business  in  accordance  with  law." 
It  is  very  probable  that  the  Department  of  Justice  will  adopt  the 
procedure  suggested  by  this  section  and  refer  all  matters  to  the 
Trade  Commission  before  bringing  suit  to  enforce  the  anti-trust  law. 
This  will  make  the  Trade  Commission  the  most  important  body  in 
connection  with  anti-trust  procedure  or  enforcement.  Their  func- 
tion is  so  important,  anyway,  that  such  a  policy  of  the  Department 
of  Justice  would  be  of  great  benefit.  The  business  man  would  feel 
that  turning  over  the  decision  as  to  the  institution  of  criminal  or 
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other  proceeding  to  an  expert  tribunal,  not  the  officers  of  the  law 
vested  with  the  duty  of  taking  care  of  criminal  matters,  but  a  body 
composed  of  business  experts,  would  afford  to  the  honest  business 
man  much  greater  protection  than  the  present  arrangement. 

K  this  procedure  be  adopted  and  the  interpretation  of  the  pro- 
hibition against  the  use  of  imfair  methods  of  competition  in  com- 
merce be  that  adopted  by  the  courts,  we  will  have  a  harmonious 
workable  system.  This  will  turn  over  the  law  of  business  competi- 
tion to  an  expert  tribunal.  The  folly  of  having  the  lawfulness  of 
business  development  and  legality  of  new  forms  of  business  expan- 
sion left  for  determination  to  the  officers  of  the  government  who 
must  prosecute  criminals  has  long  been  apparent.  In  framing  these 
laws  Congress  has  been  careful  not  to  hamper  the  enforcement  of 
justice.  The  Trade  Commission  can  only  ''recommend."  But 
plainly  only  grave  and  wilfully  intentional  business  abuses  will 
now  come  to  the  Department  of  Justice  for  action.  Yet  the  lesser 
abuses  will  fall  to  the  commission  for  correction,  and  will  not  go 
unchecked  any  longer.  And  the  law  of  business  competition  will 
have  an  opportunity  for  careful,  codrdinated,  intelligent  develop- 
ment. 
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UNFAIR    METHODS    OF    COMPETITION    AND    THEIR 

PREVENTION 

By  W.  H.  S.  Stevens,  Ph.D., 

ProfesBor  of  Business  Organisation  and  Management,  College  of  Commeroe  and 
Biisiness  Administration,  The  Tulane  University  of  Louisiana. 

Section  V  of  the  Federal  Trade   Commission  Act  reads  in  . 
part  as  follows: 

That  unfair  methods  of  competition  in  commerce  are  hereby  declared  un- 
lawfuL 

The  Commission  is  hereby  empowered  and  directed  to  prevent  persons, 
partnerships,  or  corporations,  except  banks,  and  common  carriers  subject  to  the 
Acts  to  regulate  commerce,  from  using  unfair  methods  of  competition  in  com- 
merce. 

At  least  until  very  recently,  "imfair  competition"  has  meant, 
'^  passing  off,  or  attempting  to  pass  off,  upon  the  public  the  goods 
or  business  of  one  person  as  and  for  the  goods  or  business  of  an- 
other/'* In  other  words,  "imfair  competition"  has  hitherto  re-  ^/^ 
ferred  with  but  few  exceptions*  to  the  marketing  of  goods  by  methods 
involving  either  fraud  or  misrepresentation,  or  both.  Such  a  use 
of  this  term  is  both  inaccurate  and  unsatisfactory.  Practices  of 
this  character  would  xmdoubtedly  be  much  more  accurately  de- 
nominated if  termed /'dishonest  competition."  That  they  should 
be  eliminated  from  business  certainly  cannot  be  questioned.  But 
it  was  neither  to  faciUtate  nor  to  effectuate  such  a  result  that 
"unfair  competition"  was  prohibited  by  the  Trade  Commission 
Act.  Rather  was  this  clause  intended  to  stamp  out  those  classes  of 
acts  which,  for  want  of  a  better  term,  may  be  described  as  eco- 
nomically imfair. 

These  methods*  are  not  always  easy  of  classification,  but  by 

1  Cf .  38  Cyc.  756-759. 

s  Specific  exceptions  to  this  rule  may  be  found  in  the  cases.  Some  of  the 
later  legal  text  writers  also  consider  unfair  competition  from  a  broader  standpoint. 
For  example,  Nims  (Unfair  Business  Competition)  devotee  a  chapter  to  a  dis- 
cussion of  interference  with  a  competitor's  contracts. 

<  Portions  of  this  article  appesured  in  the  Policiial  Science  Qvarterly  in  Jmie 
and  September,  1914.  Certain  other  portions  are  from  a  revised  and  enlarged 
study  of  the  same  subject  as  yet  unpublished. 
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selecting  what  appear  to  be  their  most  fundamental  characteristics, 
it  is  possible  to  distinguish  the  following  twelve  forms  of  ''unfair 
competition" : 

I.  Local  price  cutting. 
n.  Operation  of  bogus  "independent''  concemB. 

III.  Special  oompetitiye  deyioee. 

IV.  Conditional  requirements. 

V.  Exclusive  sales  and  purchase  arrangements. 
VI.  Rebates  and  preferential  arrangements. 

Vn.  Acquisition  of  exclusive  or  dominant  control  of  machinery  or  goods 
i  used  in  the  manufacturing  process. 

Vin.  Manipulation. 
IX.  Black  lists,  boycotts,  white  lists,  etc. 
X.  Espionage. 

XI.  Coercion,  threats  and  intimidation,  etc. 
XII.  Interference  with  contracts  and  business  of  competitors. 

/.  Local  Price-cuUing 

Local  price-cutting  has  been  a  frequent  and  familiar  weapon 
of  various  trusts.  As  here  used  the  term  means  that  an  organiza- 
tion cuts  the  prices  of  its  products  to  a  point  below  the  cost  of 
production  in  one  or  more  of  the  localities  where  competition 
exists.  The  loss  entailed  is  usually  recouped  by  the  profits  from 
the  high  prices  charged  in  those  regions  where  competition  is 
either  insignificant  or  non-existent.  This  method  has  been  em- 
ployed repeatedly  by  large  and  powerful  organizations.  The 
ultimate  outcome  in  such  cases,  with  but  few  exceptions,  has 
been  the  destruction  and  elimination  of  competition  in  those 
regions  where  it  has  been  employed. 

Probably  the  best  examples  of  the  operation  of  local  price- 
cutting  are  to  be  foimd  in  the  histories  of  the  old  oil  and  powder 
trusts.  In  the  case  of  the  former  organization,  the  prices  charged 
in  various  localities  appear  to  have  been  defijiitely  governed  by 
the  percentage  of  competition  to  be  met  in  each  section.  An  ex- 
amination of  the  tables  of  prices,  profits  and  percentages  of  com- 
petition presented  in  the  Brief  for  the  United  States  in  the  suit  against 
the  Standard  Oil  Company  shows  that  the  prices  and  profits  on 
oil  as  between  various  localities  were  roughly  high  or  low  according 
as  the  percentages  of  competition  were  low  or  high.  On  October 
15,  1904,  the  Standard  Oil  Company's  profits  and  losses  on  white- 
water  illuminating  oil  ranged  from  as  high  as  6.48  cents  per  gallon 
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profit  in  Alberquerque,  New  Mexico,  with  7  per  cent  of  competi- 
tion, and  6.1  cents  per  gallon  profit  in  Spokane,  with  no  competition, 
to  as  low  as  3.16  cents  per  gallon  loss  in  Los  Angeles  with  33.4 
per  cent  of  competition  and  1.35  cents  per  gallon  loss  in  New 
Orleans  with  51.2  per  cent  of  competition.* 

//.  Operation  of  Bogus  *^  Independent'*  Concerns 

The  operation  of  bogus  independent  concerns  is  a  method  of 
unfair  competition  which  has  been  most  extensively  used.  In 
fact  it  is  perhaps  more  commonly  met  with  than  any  other  method. 
Two  bog;u8  concerns  of  the  former  Powder  Trust  were  called 
"Yellow  Dog  Companies"  by  Mr.  T.  C.  du  Pont.  An  account 
of  their  operation  illustrates  admirably  this  method  of  competi- 
tion: 

Q.    What  do  you  know  about  the  yellow  dog  oompanies,  if  anything? 

A.    May  I  ask  a  question? 

Q.    Yes. 

A.    If  the  president  of  the  company  told  me,  am  I  permitted  to  answer? 

Q.    Yes.    That  is  my  judgment,  miless  the  gentlemen  differ  with  me. 

A.  During  the  conversation  with  Mr.  T.  C.  du  Pont,  the  President,  in 
which  he  was  endeavoring  to  explain  to  me  the  ojects  of  the  trust,  he  told 
me  that  ....  it  was  necessary  for  him  ....  just  like  a  little  boy, 
to  have  a  dog  to  which  he  could  whistle  and  call. 

Q.    What  khid  of  a  dog? 

A.  He  termed  it  "a  yellow  dog,"  and  he  explained  to  me  that  after  I  had 
exhausted  aU  my  resources,  and  those  of  the  travelling  men  under  my  office,  that 
if  I  was  not  able  to  regain  the  trade,  that  I  was  to  whistle  by  writing  a  letter, 
and  would  then  send  on  a  little  yellow  dog,  which  at  that  time,  in  the  high 
explosives  business,  was  known  as  the  Climax  Powder  Manufacturing  Co.  of 
Emporium,  and  the  New  York  Powder  Co.  of  New  York 

Q.    Had  you  occasion  to  whistle  for  the  little  yellow  dog? 

^  Standard  Oil  Company  v.  United  States  of  America.  In  the  Supreme 
Court  of  the  United  States,  Brief  for  the  United  States,  Vol.  II,  pp.  432-436. 
A  copy  of  these  tables  will  be  foimd  in  Wm.  S.  Stevens'  Indtutrial  Combinaiicna 
and  Trusts.  For  further  examples  of  local  price-cutting  by  the  Standard  Oil 
Company,  see  Brief  for  the  United  States,  above  cited.  Vol.  II,  pp.  428-500. 
Cf.  aLso  United  States  of  America  v,  E.  I.  du  Pont  de  Nemours  and  Company  et  al,, 
United  States  Circuit  Court  for  District  of  Delaware,  Pet.  Rec.  Testimony,  Vol.  I,, 
pp.  99-104,  122-132;  United  States  of  America  v.  American  Coal  Products  Com- 
pany, Barrett  Manufacturing  Company  ei  al,,  Petition  in  Equity,  U.  S.  D.  C.  for 
the  Southern  District  of  New  York,  p.  30;  United  States  v.  American  Sugar  Re- 
fining Company  et  al,^  Original  Petition,  U.  S.  C.  C.  for  the  Southern  District 
of  New  York,  pp.  »-99. 
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A.    Yee,  sir. 

Q.    Did  you  do  so? 

A.    Yes,  sir. 

Q.    What  occurred?    State  what  you  did? 

A.  If  we  met  the  prices,  that  meant  the  lowering  of  our  prices  on  our  brands; 
but  the  little  yellow  dog  would  come  in,  and  we  would  say  that  we  didn't  recog- 
nize them  at  all,  that  their  goods  were  of  no  accoimt,  and  were  of  low  gp*ade,  and 
all  that  kind  of  thing;  so  we  didn't  have  to  lower  our  prices  to  the  adjoining  trade; 
but  the  yellow  dog  got  the  business. 


Q.  To  whom  did  they  belong  to,  if  you  know,  that  is,  the  Climax  Co.,  and 
the  New  York  Co.? 

A.  To  the  trust. 

Q.  To  the  trust? 

A.  Yes,  sir. 

Q.  Was  that  the  E.  I.  du  Pont  de  Nemours  Powder  Co.? 

A.  Yes,  sir.* 

III.  Special  Competitive  Devices 

Closely  related  to  local  price-cutting  and  to  the  operation  of 
bogus  independents,  is  the  use  of  special  devices  for  the  purpose 
of  destroying  competition.  Prominent  among  these  are  the 
so-called  "fighting  ships"  employed  by  the  various  steamship 
conferences.  The  "fighting  ship"  is  called  into  service  when 
a  new  line  is  started  in  a  trade  nominally  controlled  by  conference 
lines.  As  soon  as  the  new  competitor  announces  a  sailing  date, 
the  conference  issues  a  circular  to  shippers  advertising  a  steamer 
to  sail  upon  or  about  the  same  date.  The  conference  circular  usu- 
ally offers  a  rate  below  the  actual  cost  of  transportation.  The 
object  is  to  prevent  the  new  competitor  from  securing  a  cargo.* 

An  interesting  development  of  this  idea  is  found  in  the  Syndi- 
katS'Rhederei.  This  organization  is  a  corporation  through  which  are 
operated  the  fighting  ships  of  the  six  largest  Hamburg  steamship 
companies  engaged  in  the  extra-European  trade.  It  is  a  vessel- 
owning  company  with  a  capital  of  $1,428,000.  Nominally  it  is 
engaged  in  commercial  transportation  enterprises.  Primarily  it  is  a 
defensive  corporation,  the  capital  stock  being  owned  in  various  pro- 

*  U.  S.  V,  du  Pont  de  Nemours  and  Company,  cU  supra.  Pet.  Reo.  Testimony, 
Vol.  II,  pp.  685  ff. 

*  Proceedings  of  the  Conmiittee  of  Merchant  Marine  and  Fisheries  in  the 
Investigation  of  Shipping  Combinations,  pp.  265,  1252-1254,  1257.  Numerous 
specific  illustrations  of  this  practice  will  be  found  scattered  through  the  same 
report. 
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portions  by  the  following  companies:  Hamburg-American,  Ham- 
burg-South- American,  German  Steamship  Company,  C.  Woennan 
German  Australian  Steamship  Company,  and  the  German  East 
African  Company.  The  proportion  of  shares  held  by  each  is 
determined  with  reference  to  the  tonnage  of  each  line.  Four  small 
and  relatively  inexpensive  ships  were  purchased.  These  with 
others  chartered  when  the  need  arises  are  "hired  out*'  to  meet 
competition  and  to  make  it  unprofitable.  When  not  engaged 
in  a  fight,  these  steamers  find  employment  upon  regular  time 
charters.' 

Easily  the  most  notorious  instance  of  the  use  of  fighting  brands 
is  the  plug  tobacco  war  which  continued  roughly  from  1894  to 
1898.  In  the  early  stages  of  this  fight,  the  old  American  Tobacco 
Company  possessed  a  relatively  small  proportion  of  the  plug  to- 
bacco output  of  the  United  States.  In  1894  its  total  production 
was  only  8,974,118  pounds.  At  least  three  companies  were  annualy 
producing  a  much  greater  amoimt  than  this.  As  early  as  1890 
Liggett  and  Myers  claimed  to  be  manufacturing  twenty-seven 
million  pounds  annually.  Next  to  Liggett  and  Myers  ranked  the 
Lorillard  Company;  and  in  1893  the  output  of  the  Drummond 
Tobacco  Company  of  fourteen  million  pounds  was  far  in  excess 
of  the  American's. 

The  principal  brand  which  was  selected  by  the  American  To- 
bacco Company  for  the  attack  upon^  its  competitors  was 
known  as  ''Battle  Axe."  In  1891  this  tobacco  sold  at  retail  for 
fifty  cents  a  pound.  In  1894  consumers  purchased  it  for  thurty 
cents.  In  the  succeeding  year  for  a  time  the  price  to  jobbers  was 
as  low  as  thirteen  cents.  As  at  that  time  the  internal  revenue  tax 
was  six  cents  this  price  left  only  seven  cents  a  poimd  to  pay  for  the 
labor  and  the  cost  of  manufacture  and  distribution.  In  the  four 
years  from  1894  to  1897  the  proportion  of  the  plug  tobacco  output 
of  the  United  States  controlled  by  the  American  increased  from 
5.6  to  20.9  per  cent.  In  the  same  time  the  earnings  of  that  organiza- 
tion declined  heavily.  In  1894  net  earnings  were  approximately 
five  million.     In  the  next  year,  with  an  increase  of  nearly  twelve 

^  Report  of  Robert  P.  Skinner,  Consul-General  at  Hamburg,  Germany, 
Special  Diplomatic  and  Consular  Reports  for  the  Use  of  the  Committees  on  Mer- 
chant Marine  and  Fisheries  dealing  with  Methods  and  Practices  of  Steamship 
Lines  Engaged  in  the  Foreign  Carrying  Trades  of  the  United  States,  pp.  53^54. 


Digitized  by 


Google 


42  The  Annals  of  the  Amebican  Academy 

million  pounds  in  sales  of  plug  tobacco,  the  earnings  were  approxi- 
mately one  million  less.  The  accounts  of  that  company  show  that 
the  loss  on  the  manufacture  and  sale  of  plug  tobacco  in  1896 
amoimted  to  over  one  million  dollars.  Although  in  1897  the  Ameri- 
can Tobacco  Company  sold  over  thirty  million  pounds  more  of 
plug  than  in  1894,  its  earnings  were  approximately  eight  hundred 
thousand  dollars  less;  while  in  1898  the  loss  on  the  plug  tobacco 
business  was  over  eight  himdred  thousand.' 

IV.  Conditional  Requirements 

Perhaps  the  most  interesting  of  any  of  the  methods  of  unfair 
competition  is  the  requirenlent  that,  in  order  to  obtain  certain 
articles,  a  concern  shall  lease,  sell,  purchase  or  use  certain  other 
articles.  The  successful  imposition  of  such  requirements  is  usually 
most  destructive  to  competition.    An  organization  may  require: 

A.  The  purchase  or  lease  of  articles  upon  which  the  patents 
have  expired,  as  a  condition  of  obtaining  other  articles. 

B.  The  use  of  certain  patented  articles,  as  a  condition  of  ob- 
taining other  articles. 

C.  The  purchasing,  selling  or  handling  of  a  certain  article  or 
line  of  articles,  as  a  condition  of  the  purchase  or  handling  of  another 
article  or  line  of  articles. 

A.  By  a  series  of  contracts  made  in  1906  and  1909  with  foreign 
parties,  the  Electric  Lamp  Combination  acquired  the  exclusive 
rights  in  the  United  States  to  the  inventions,  patents  and  applications 
covering  tungsten  and  tantalum  filament  lamps.  The  advantages 
of  lamps  of  these  types — economy  in  the  cost  of  service,  etc. — are 
too  well  known  to  require  enumeration.  An  extensive  demand  for 
them  arose  in  the  United  States  and  jobbers  and  dealers  were 
practically  compelled  to  stock  them.  The  combination  thereupon 
offered  a  contract  which  provided  for  the  sale  of  timgsten  and  tan- 
talum filament  lamps  to  such  dealers  and  jobbers  as  would  also 
purchase  from  it  all  of  the  carbon-filament  lamps  which  they  re- 
quired. The  patent  upon  carbon-filament  lamps  had  expired  in 
1894.  The  contract  therefore  was  unquestionably  an  attempt  to 
compel  dealers  and  jobbers  to  purchase  solely  from  the  combina- 
tion certain  articles  upon  which  the  patents  had  expired.^ 

•  Report  of  the  CommUsUmer  of  Corporations  on  the  Tobacco  Industry ,  Part 
I,  pp.  96-98. 

•  United  States  v.  The  General  Electric  CJo.,  Petition,  cit.  supra,  pp.  10-11, 
27-32.  It  should  be  noted  that  the  final  decree  of  the  court  in  this  case  forbade 
the  continuation  of  this  practice. 
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B.  The  manufacturer's  license  agreement  of  the  Motion  Picture 
Patents  Company  contains  the  following  clause: 

The  licensor  hereby  grants  to  the  licensee  ....  the  ri^t  and 
lioense  ....  to  manufacture,  print  and  produce  positive  motion  pio- 
tures  ....  upon  condition  that  they  be  used  solely  in  exhibiting  or  pro- 
jecting machines  containing  the  inventions,  or  some  of  them  of  said  letters  patent 
....    and  licensed  by  the  licensor.^® 

It  is  probably  clear  that  in  this  case  the  Motion  Picture  Pat- 
ents Company,  by  virtue  of  its  large  control  of  the  film  output  has 
endeavored  to  compel  the  use  of  motion  picture  machines  containing 
one  or  more  of  the  patents  which  it  controls. 

C.  The  Commissioner  of  Corporations  in  his  report  on  the 
International  Harvester  Company  has  used  the  term  "full-line 
forcing*'  to  describe  "the  practice  of  requiring  dealers  to  order 
new  lines*^  ....  as  a  condition  to  retaining  the  agency  for 
some  brand  of  the  company's  harvesting  machines."" 

1*  Lioense  Agreement  under  the  Camera  and  Film  Patents  between  Motion 
Pictm»  Patents  Company  and  Biograph  Company,  Dec.  18,  1908,  Sec.  (/), 
Clause  1.  United  States  of  America  v.  Motion  Picture  Patents  Company  ei  <U, 
Original  Petition,  U.  S.  D.  C.  for  the  Eastern  District  of  Pem^ylvania,  Exhibit 
3,  p.  55. 

11  By  the  gradual  acquisition  of  various  concerns  in  the  3rears  subsequent  to 
organisation,  the  International  secured  certain  new  lines.  Among  these  con- 
cerns were  plants  for  the  manufacture  of  farm  wagons,  manure  spreaders,  and 
plows.  In  addition  it  began  the  production  of  gasoline  engines  in  1004,  cream 
separators  in  1905,  and  tractors  in  1909. 

^  Report  of  the  Commissioner  of  Corporations  on  the  International  Harvester 
Company,  p.  306  et  seq.  The  report  states  that  complaint  of  this  practice  came 
to  the  Bureau  from  a  niunber  of  independent  dealers  and  manufactiu'es.  It  is 
supported  by  the  extracts  drawn  from  the  record  in  the  case  of  the  United  States 
V.  The  International  Harvester  Company  and  cited  in  the  government's  brief. 
For  example,  Clajrpool,  general  agent,  wrote  Perrot,  one  of  the  blockmen,  Feb. 
3,  1912,  r^arding  the  approval  of  two  commission  agency  contracts  sent  in  by 
the  latter:  "How  about  numure  spreaders,  wagons,  cream  harvesters  (ate), 
engines,  tillage  implements  etc.?  ....  If  these  two  dealers  will  not  take 
hold  of  our  other  lines,  it  will  be  necessary  for  our  own  protection  to  make  other 
arrangements.''  Cf,  United  States  v.  International  Harvester  Company  and 
others,  Brief  for  the  United  States,  U.  S.  D.  C.  for  the  District  of  Minnesota, 
p.  124.  Cy.  also  ibid,,  pp.  123  and  126.  In  justice  to  the  Harvester  Company  it 
should  be  said  that  it  introduced  testimony  to  prove  that  the  charge  of  full-line 
forcing  was  imtrue.  Cf-  Appendix  to  Defendant's  Brief,  Evidence  as  to  Certain 
Points  Abstracted  and  Topically  Arranged,  United  States  v.  International  Har- 
vester Company,  cU,  supra,  pp.  382  el  9eq.    But  it  is  also  true  that  the  assistant 
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V.  Exdimve  Sales  and  Purchase  Arrangements 

The  requirement  that  a  dealer  shall  handle  only  a  given  article 
or  line  of  articles  is  not  a  restriction  of  recent  invention.  Many 
factors'  agreements,  possibly  the  larger  proportion  of  them,  con- 
tain a  clause  of  this  character."  For  this  reason  more  than  for 
any  other,  such  agreements  have  been  denounced  as  destroyers 
of  competition,  and  agents  of  monopoly. 

The  factors'  agreement  of  the  National  Wall  Paper  Company 
of  1896  contained  the  following  clause:  "3.  The  purchaser  ex- 
pressly guarantee  and  agree  that  between  September  1,  1896, 
and  Jime  30,  1897,  will  not  purchase  or  acquire  any  wall  paper 
or  hangings  the  product  of  any  person  or  corporation  other  than 

the    company "^*    Another    exclusive    clause    not    of 

modem  origin  may  be  quoted  from  the  factors'  agreement  of  the 
American  Tobacco  Company  dated  October  1,  1895:  "Eleyenth. 
Upon  your  acceptance  in  writing  of  the  terms  and  conditions  of 
this  agreement,  you  understand  and  agree  that  you  will  handle 
our  cigarettes  exclusively "" 

A  more  recent  instance  of  an  exclusive  arrangement  is  to  be 
found  in  the  so-called  ''jobbers'  license  agreement,""  of  the  re- 
cently dissolved  Bathtub  Trust.  This  docmnent  contained  the 
following  clause: 

general  manager  of  the  International  admitted  that  ''fuH-line  forcing"  had  been 
used  (Conmiissioner  of  Ck>rporations  on  International  Harvester  Company, 
p.  309),  though  claiming  that  it  was  not  to  be  regarded  as  a  policy  of  the  com- 
pany but  rather  as  an  unauthorized  act,  with  a  view  to  increasing  sales. 

^The  fact  should  not  be  lost  sight  of  that  clauses  of  this  character  are 
merely  a  written  manifestation  of  such  arrangements.  They  are  not  necessary  to 
exclusive  selling  or  purchasing,  for  these  things  can  be  secured  without  any  written 
contract. 

^^  Report  and  proceedings  of  the  joint  committee  of  the  Senate  and  Assembly 
appointed  to  investigate  trusts.  State  of  New  York,  Senate  Docimient  No.  40, 
1897,  pp.  804-5.    The  somewhat  garbled  wording  is  as  it  appears  in  the  original. 

«/Wd.,  p.  881. 

^*  The  term  "License  Agreement"  is  rather  a  misnomer  as  implying  the  per- 
mission to  manufacture  or  sell  a  patented  article.  The  agreement  in  question, 
in  addition  to  the  exclusive  sales  arrangement,  provided  for  the  maintenance  of 
prices  upon  sanitary  enameled  ironware,  whidi  was  absolutely  unpatentable  in 
itself,  although  in  its  manufacture,  a  patented  tool  was  used.  .  The  contention  of 
the  combination  was  that  this  fact  constituted  sufficient  g^und  for  the  creation 
of  this  and  other  agreements  but  this  was  denied  by  the  court.  Hence  the  term 
''license  Agreement"  is  inappropriate  in  this  connection.     Cf,  226  U.  S.  20. 
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la  The  Purchaaer^^  also  agrees  during  the  life  of  this  contract  not  to  pur- 
chase,  sell,  advertise,  solicit  orders  for,  or  in  any  way  handle  or  deal  in  Sanitaiy 
Enameled  Iron  Ware  of  any  manufacturer  not  licensed  ....  except  with 
the  express  written  permission  of  the  Licensor.^* 

VI.  Rehaies  and  Preferential  Arrangements 

Discriminations  in  the  form  of  rebates  and  preferential  con- 
tracts are  made  by  two  classes  of  organizations: 

A.  Manufactxiring  and  trading  companies. 

B.  Transportation  companies. 

A.  One  of  the  most  common  methods  of  seeming  exclusive 
selling  is  by  the  use  of  a  rebate.  The  exclusive  sales  contract  for 
photographic  paper  in  effect  May  1,  1901,  contained  this  clause: 

On  or  about  the  20th  of  each  month  a  memorandum  showing  amount  of 
previous  month's  net  paper  purchases  will  be  sent  each  dealer  ftom  each  factory. 
If  this  memorandum  is  returned  at  the  time  indicated  thereon,  properly  signed 
and  verified  to  the  satisfaction  of  this  company,  a  credit  amounting  to  12  per 
cent  on  the  net  purchases  will  be  made 

Plfteen  per  cent  represents  the  f uD  trade  discount  on  paper,  but  an  extra  credit 
as  stated  above  is  offered  aa  a  epecial  consideraiion  for  advantages  accruing  • 
.     .     .     .    through  having  our  specialties  sold  in  original  packages  and  at  a  price 
that  affords  the  dealer  a  profit  large  enough  to  warrant  his  energetically  and  acdu- 
sively  pushing  their  sale.^* 

A  second  and  different  kind  of  discrimination  appears  in  the 
case  of  the  former  Electric  Lamp  Combination.  The  government 
charged  that  the  Electric  Lamp  Combination  entered  into  prefer- 
ential contracts  with  the  Libby  Glass  Company,  the  Fostoria  Bulb 
and  Bottle  Company,  the  Phoenix  Glass  Company  and  the  Coming 
Glass  Works.  These  four  were  "substantially  the  only  manufac- 
turers'' of  glass  bulbs  and  tubing  in  the  United  States.  The  com- 
bination, on  condition  that  these  concerns  should  sell  to  independent 
lamp  manufacturers,  otdy  at  higher  prices  than  it  was  itself  com- 
pelled to  pay,  agreed  to  purchase  from  them  its  entire  supply  of  these 

"  The  jobber. 

^*  Italics  are  the  writer's.  United  States  of  America  v.  Standard  Sanitary 
Manufacturing  Company  et  al.,  U.  S.  C.  C.  for  the  District  of  Maryland,  Record, 

Vol.  n,  p.  37. 

1*  Italics  are  the  writer's.  Quotation  is  taken  from  the  terms  of  sale  sup- 
plied by  W.  S.  Hubbell,  counsel  for  the  General  Aristo  Company.  Report  of 
the  United  States  Industrial  Commission  on  Trusts  and  Industrial  Combina- 
Uons  (second  volume  on  this  subject).  Vol.  XIII,  p.  192.  At  that  time  the 
Eastman  Kodak  Company  was  the  trade  ag^t  to  market  all  the  goods  of  the 
Qeneral  Aristo  Company. 
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materials.  A  contract  of  a  similar  nature  was  also  made  with  the 
Providence  Gas  Burner  Company,  the  sole  manufacturer  of  bases 
in  this  country.*® 

B.  The  doctrine  that  railroad  rebates  constitute  imfair  com- 
petition as  against  those  concerns  not  benefited  thereby  is  now 
so  well  established  that  it  requires  little  examination  or  discus- 
sion. The  history  of  the  old  Standard  Oil  Company  is  replete 
with  instances  of  railroad  rebates.  It  is  true  that  with  the  pas- 
sage of  interstate  commerce  legislation  there  disappeared  many 
of  the  more  open  forms  of  rebates  which  had  characterized  the 
earlier  history  of  that  organization.  But  this  does  not  mean  that 
the  Standard  ceased  to  be  the  recipient  of  favors.  On  the  con- 
trary it  continued  to  enjoy  advantages  over  competitors  that  were 
equivalent  to  rebates,  at  least  in  their  effect  upon  competition. 
Secret  rates,  discriminations  in  open  and  published  rates  against 
independent  as  compared  with  Standard  Oil  refining  points,  blind 
and  false  billing  and  discriminations  in  the  classification  and  rules 
for  the  shipment  of  oil  may  be  enumerated  as  among  such  advan- 
tages.** 

VIL  Acquisition  of  Exclusive  or  Dominard  Control  of  Machinery 
or  Goods  Used  in  the  Manvfacturing  Process 

Attempts  to  acquire  control  of  the  machinery  necessary  to 
the  manufacture  of  goods  date  from  nearly  three  decades  ago. 
On  or  about  April  30,  1887,  the  Standard  Envelope  Company** 
made  a  contract  with  Lester  and  Wasley  of  Norwich,  Connecticut, 
to  purchase  all  the  envelope  machines  which  that  firm  might  make 
or  sell  during  the  five  succeeding  years.  At  the  same  time  Lester 
and  Wasley  on  their  part  agreed  not  to  furnish  more  than  twenty- 
four  machines  in  any  one  year.**  Whether  or  not  this  firm  was  the 
sole  manufacturer  of  envelope  machinery  does  not  appear. 

*o  United  States  v.  General  Electric  Co.  Petition,  dU  supra,  pp.  35-36. 
Note  that  these  practices  were  foibidden  by  the  decree  of  the  court  in  this  case. 

•*  Report  of  the  Commissioner  of  Corporations  on  the  TransportaHon  of  Petro- 
leum, 

*iThe  Standard  Enyelope  Company  was  a  corporation  of  Massachusetts 
organized  by,  and  used  as  a  clearing  house  for,  a  combination  of  several  of  the 
largest  envelope  manufacturers  of  the  United  States.  For  a  brief  account  of 
the  organization  and  operation  of  this  combination,  see  an  article  by  the  writer 
in  the  American  Economic  Review  for  September,  1913,  Vol.  Ill,  p.  561. 

*>  Report  of  the  Conmiittee  on  General  Laws,  on  the  investigation  relative  to 
trusts.    New  York  Senate  Document,  No.  50,  1888,  p.  469. 
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In  January,  1914,  the  Graham  Wood  Company  of  Brooklyn 
brought  suit  against  the  Standard  Wood  Company  and  the  Greene 
Manufacturing  Company  in  the  Supreme  Court  of  New  York  County. 
The    Greene    Manufacturing    Company    manufactures    machines 
known  as  "  presses,"  which  are  useful  and  necessary  in  the  manu- 
facture of  bimdled  kindling  wood.    In  return  for  an  annual  con- 
sideration of  $5000  the  Greene  Manufacturing  Company  appointed 
the  Standard  Wood  Company  its  exclusive  sales-agent  and  further 
agreed  not  to  sell  any  press  without  the  consent  of  the  Standard 
Wood  Company.     The  action  of  the  Graham  Wood  Company  was 
brought  primarily  on  account  of  the  injurious  results  of  a  refusal 
to  sell  such  machinery  to  it.** 

VIII>  Manipvlaiion 

The  term  "manipulation,"  for  want  of  a  better,  has  been 
employed  to  include  certain  practices  and  methods  which  have 
occasionally  appeared.  It  is  charged  that  when  the  Naval  Stores 
ExpK>rt  Company  began  active  business,  the  Naval  Stores  Com- 
bination inaugurated  a  fierce  trade  warfare  against  it.  The  Naval 
Stores  Export  Company  accumulated  a  considerable  quantity  of 
resin  and  spirits  of  turpentine.  Much  of  this  stock  was  hypothe- 
cated with  banks.  By  manipulation  the  combination  caused 
the  Savannah  market  for  turpentine  to  decline  some  30  per  cent 
within  a  period  of  a  couple  of  weeks.  The  Export  company  was 
requested  to  furnish  additional  margins.  This  it  was  unable  to  do, 
and  as  a  result  was  forced  to  sell  out  its  accumulated  stock  at  losses 
which  nearly  wiped  out  its  capital  stock." 

IX.  Blacklists,  Boycotts,  White-Lists,  Etc. 

Most  of  the  cases  of  blacklisting  and  boycotting  which  the 
writer  has  been  able  to  discover  are  in  connection  with  the  opera- 
tions  of  various   wholesale  and    retail   trade   organizations.    In 

**  United  States  of  America  v.  Standard  Wood  Ck>inpany  and  Others.  Origi- 
nal Petition,  U.  S.  C.  C.  for  the  Southern  Pistrict  of  New  York,  p.  14;  Graham 
Wood  Company  v.  Standard  Wood  Company  and  the  Greene  Manufacturing 
Company,  Supreme  Court,  New  York  County.  Typewritten  copy  of  Motk>n 
for  Judgment,  pp.  1-2. 

»  United  States  of  America  v,  American  Naval  Stores  Company,  tt  al.  Peti- 
tion in  Equity,  U.  S.  D.  C.  for  the  Eastern  Division  of  the  Southern  District  of 
Geoi^gia^  pp.  11-12. 
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these  cases  such  methods  develop  out  of  the  practice  known  as 
classification.  The  purpose  of  classification  may  be  said  to  be  to 
confine  trade  to  what  the  various  wholesale  and  retail  associations 
regard  as  its  legitimate  channels,  i.e.,  from  manufacturer  to  whole- 
saler, to  retailer,  to  consumer.  Steps  are  taken  and  rules  for- 
mulated to  classify  the  trade  into  these  four  groups,  manufacturers, 
wholesalers,  retailers,  and  consumers.  The  usual  method  is  by 
the  use  of  more  or  less  arbitrary  definitions  of  each  one  of  these 
terms.  On  this  classification  is  based  the  standing  of  any  concern 
in  the  trade. 

Let  us  examine  the  ways  in  which  this  classification  is  used. 
In  the  first  place  several  trade  associations  publish  trade  lists 
known  by  various  titles  as  "Red  Books,"  ''Green  Books"  or  "Blue 
Books."  In  these  lists  are  published  the  names  of  all  individuals, 
firms  and  corporations  regarded  by  the  trade  (in  accordance  with 
the  rules  of  classification  mentioned)  either  as  wholesalers  or  re- 
tailers, as  the  case  may  be.  Such  a  list  of  retailers  would  indicate 
to  manufacturers  or  wholesalers  those  concerns  which  were  re- 
garded by  the  trade  as  the  legitimate  customers  of  either  or  both. 
A  list  of  wholesalers  or  jobbers  would  give  a  similar  indication  to 
the  manufacturer.  Only  those  individuals  and  concerns  appearing 
in  such  lists  (or  in  separate  classification  sheets  issued  by  some 
organizations)  are  entitled  to  obtain  goods  at  the  trade  discounts 
which  are  allowed  the  different  classes.  Obviously  the  "Red," 
"Blue"  and  "Green  Books"  operate  as  a  fair  list.  Concerns  not 
listed  are  of  two  classes:  first,  those  which  are  not  regarded  by  the 
trade  as  legitimate  wholesalers  or  jobbers  on  the  one  hand,  or  as 
legitimate  retailers  on  the  other;  second,  those  whose  names  may 
have  been  removed  from  the  list  because  of  a  violation  of  so-called 
trade  ethics.  In  addition  some  of  these  associations  have  from 
time  to  time  issued  to  the  trade,  lists  of  concerns  making  sales  to 
other  than  legitimate  customers,  the  implication  being  that  the 
trade  should  refrain  from  dealing  with  such  concerns.** 

»•  In  this  connection  and  on  this  general  subject  cf.  United  States  v.  Eastern 
States  Retail  Lumber  Dealera'  Association.  Petition,  cU  supra,  Exhibits,  J,  K, 
L,  O,  S,  T,  W,  X,  Y  and  Z,  p.  88  ff.;  United  States  of  America  v.  Willard  G.  Hollis 
and  Othere.  Petition,  U.  S.  C.  C.  of  the  District  of  Minnesota,  Exhibit  A,  p. 
69;  United  States  v.  Southern  Wholesale  Grocers'  Association,  Decree  of  Injunc- 
tion, p.  5;  United  States  v.  Hartwick.  Original  Petition,  cU  supra,  Exhibit  A, 
p.  42;  United  States  v.  Pacific  Coast  Plumbing  Supply  Association.    Petition, 
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X.  Esjn(mage 

It  is  a  well  known  fact  that  more  than  one  organization  has 
utilized  ext*remely  questionable  methods  in  order  to  obtain  informa- 
tion in  regard  to  the  business  and  operations  of  its  competitors. 
The  pioneer  in  these  methods  was  probably  the  old  Standard  Oil 
Company  and  both  that  organization  and  the  National  Cash  Regis- 
ter Company  seem  to  have  carried  such  methods  to  the  highest 
degree  of  development. 

There  are,  for  example,  masses  of  evidence  in  regard  to  this 
practice  as  used  by  the  old  Standard  Oil  Company.  That  organ- 
ization obtained  much  information  in  regard  to  the  business  of 
competitors  from  the  reports  of  oil  inspectors  and  by  bribing  rail- 
road officials.  It  also  made  extensive  use  of  spies  and  detectives 
for  foUo^ving  the  tank  wagons  of  competitors  and  thus  tracing  the 
source  of  their  business. 

The  National  Cash  Register  Company  employed  secret  agents 
who  were  not  known  to  be  in  any  way  connected  with  it.  Such 
agents  were  utilized  for  various  purposes.*^  For  one  thing  they 
were  used  to  supply  information  regarding  competitive  business 
which  would  not  have  been  obtained  if  the  secret  agent  had  been 
known  to  be  connected  with  the  National.  During  the  time 
when  the  Foss  Novelty  Company  was  in  business  one  Ellingwood 
was  employed  by  the  National  to  supply  inside  information  as  to 
where  that  organization  placed  machines,  the  amount  of  business 
which  they  did,  etc.  At  that  time  Ellingwood  was  acting  as  sales- 
man for  the  the  Foss  Novelty  Company.  He  was  paid  a  salary 
of  $25  a  week  by  the  National.** 

Pinkerton  detectives  were  employed  by  the  National  Cash 
Register  Company  during  the  Hallwood  fight  to  secure  informa- 
tion in  regard  to  that  organization.**    From  about  November  or 

cU  9upra,  pp.  12-14;  United  States  of  America  v.  Master  Honeshoers'  National 
Protective  Association  of  America  and  Others.  Petition  in  Equity,  U.  S.  D.  C. 
for  the  Eastern  District  of  Michigan.  Southern  Division,  p.  18  ff.;  United 
States  of  America  o.  Philadelphia  Jobbing  Confectioners'  Association  and 
Others.  Petition  in  Equity,  U.  S.  D.  C.  for  the  Eastern  District  of  Pennsylva- 
nia, pp.  5-9. 

>7  Carl  G.  Heyne,  State  t^.  National  Cash  Register  Company,  Record,  Vol. 
n.  pp.  909. 

"  J.  E.  Warren,  State  v.  National  Cash  Register  Company,  Record  cU  «upro, 
Vol.  I,  p.  464;  Carl  G.  Heyne,  ibid,,  Vol.  II,  p.  915. 

••Lee  Counselman,  ibid.,  Vol.  I,  pp.  602 — 603. 
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December^  1904^  to  March  or  Aprils  1905,  Pinkerton  agents  were 
again  employed.  Heyne  was  introduced  to  the  superintendent  of 
the  agency  and  instructed  by  the  assistant  general  manager  of  the 
National  to  have  him  supply  two  operatives  to  spy  upon  the  aflfairs 
of  the  International  Cash  Register  Company  of  Columbus.'® 

XI.  Coercion,  Threats,  Intimidations,  etc. 

In  the  course  of  the  struggle  in  the  business  world,  statements 
may  be  made,  letters  written,  or  acts  done  which  are  either  openly 
or  impliedly  threatening  and  which  are  intended  to  intimidate 
and  coerce. 

On  January  15,  1910  the  Keystone  Watch  Case  Company 
mailed  a  circular  letter  to  the  jobbing  trade  from  which  the  fol- 
lowing is  quoted: 

Whether  or  not  our  wishes  as  heretofore  stated  be  complied  with  we  shall 
from  time  to  time  exercise  our  right  to  select  the  jobbers  to  whom  we  shall  sell 
our  goods  and  we  shall,  irrespective  of  any  past  dealings,  refuse  to  sell  to  those 
jobbers  who  in  our  opinion  handle  our  goods  in  a  manner  detrimental  to  our 
interests  or  whose  dealings  with  us  are  in  any  other  respects  unsatisfactory.*^ 

The  ''Confidential  Statements"  of  the  National  Cash  Register 
Company  were  gotten  out  against  various  concerns.  They  "con- 
tained a  record  of  all  suits,  opinions  of  patent  attorneys,  and  any- 
thing that  appeared  to  be  in  evidence  against  that  particular  com- 
pany. "'^  In  the  Michigan  case,  Counsehnan  explained  the  purpose 
of  these  statements  as  follows: 

A.  Well,  the  object  was  to  frighten  them.  Those  statements  were  gotten 
out  to  dealers  and  agents  and  to  district  managers;  they  were  gotten  out  for 


••  Carl  G.  Heyne,  ibid,,  pp.  988-990. 

^  It  should  be  noted  that  one  of  the  "wishes"  expressed  by  the  company 
in  this  letter  was  that  jobbers  should  not  handle  the  goods  of  its  competitors. 
United  States  of  America  v.  Keystone  Watch  Case  Company,  Petition  in  Equity 
U.  S.  C.  C.  for  the  Eastern  District  of  Pennsylvania,  p.  14. 

*■  Lee  Counsehnan,  Patterson  v.  United  States  Record  U.  S.  C.  C.  of  App. 
Sixth  Circuit,  Vol.  I,  p.  405.  Counsehnan  also  testified  in  the  same  suit  that 
except  for  the  first  two  or  three  the  confidential  statements  were  made  up  under 
his  supervision  and  that  President  Patterson  was  the  one  who  first  thought  of  the 
idea.  (Counselman,  ibid.)  Chalmers  testified  that  the  first  of  the  confidential 
statements  was  prepared  by  President  Patterson,  Counsehnan,  Morse  and  himself 
and  that  it  was  *C  K.'d"  by  Sigler  as  attorney  before  it  was  sent  out.  Hugh 
Chalmers,  Patterson  v.  U.  S.  Record  cU.  supra,  Vol.  I,  p.  503. 
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that  purpose,  bo  that  it  would  not  look  as  if  they  were  gotten  out  for  any  one 
competitor. 

Q.  And  were  they  sent  out  as  matter  for  salesmen  and  agents? 

A.  No. 

Q.  To  whom  were  they  sent? 

A.  They  were  sent  to  the  competitor  that  they  were  gotten  up  on. 

Q.  But  apparently  addressed  to  your  agent  or  salesman? 

A.  Well,  it  was  meant  to  appear  that  some  agent  mailed  it  in  to  them.** 

XII.  Interference  with  Contracts  and  Bimness  of  Competitor 

Interference  with  a  competitor  may  take  a  number  of  different 
forms.  Salesmen  may  be  harassed,  customers  induced  to  break 
contracts,  etc. 

The  St.  Louis  Steel  Range  Company  is  engaged  in  the  sale 
of  ranges  throughout  a  considerable  number  of  states.  The  agents 
or  salesmen  of  this  organization  travel  with  a  sample  or  model  from 
the  city  pf  St.  Louis  into  and  through  these  states  calling  upon  farm- 
ers and  others  in  their  houses  soliciting  and  securing  orders  for 
ranges.  The  Wrought  Iron  Range  Company  of  Missouri  is  en- 
gaged in  the  business  of  selling  ranges  through  salesmen  carrying  a 
full-sized  stove  upon  a  specially  built  wagon.  In  or  about  March, 
1914,  the  latter  company  began  a  campaign  against  the  former,  inter- 
fering with  the  sale  of  the  goods  of  the  Steel  Range  Company. 
According  to  the  allegations,  the  Steel  Range  Company's  men  were 
followed  by  one  and  sometimes  two  of  the  Wrought  Iron  Company's 
men,  who  in  some  cases  were  armed.  Whenever  the  employees  of 
the  Steel  Range  Company  attempted  or  undertook  to  converse 
with  a  farmer  or  other  prospective  purchaser  the  conversation  was 
interrupted  by  the  employees  of  the  Wrought  Iron  Company  who 
attempted  to  dissuade  the  customer  from  purchasing  the  St.  Louis 
Company's  goods.  The  Wrought  Iron  Company's  men  insisted 
that  the  St.  Louis  goods  were  worthless;  that  the  Steel  Range  Com- 
pany conducted  a  fraudulent  business;  that  the  farmer  or  other 
purchaser  would  be  cheated;  that  the  enamel  on  the  ranges  would 
scale,  chip,  crack  and  fly  off;  and  that  the  stove  would  never  be 
delivered,  etc. 

In  certain  cases  when  the  employees  of  the  Wrought  Iron 

Company  had  discovered  the  route  which  an  employee  or  employees 

**  Lee  Counselman,  State  v.  Cash  Register  Co.,  Record  cU.  9upraf  Vol.  I,  p. 
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of  the  St.  Louis  Company  intended  to  travel  the  next  day,  they 
would  precede  such  employee  or  employees  and  call  upon  persons 
along  the  road  relating  similar  stories.  Tactics  of  this  character, 
it  is  alleged  in  the  petition,  have  been  responsible  for  the  elimination 
of  thirteen  concerns**  and  individuals  from  this  line  of  business  in 
the  course  of  a  long  period  of  years,  beginning  as  far  back  as  1888.'^ 
From  the  standpoint  of  society  it  is  probably  immaterial 
/^  whether  the  goods  produced  for  consimiption  and  the  satisfaction 
of  its  wants  are  the  product  of  a  monopolistic  or  a  competitive 
syBtem.  Society  is  interested  only  in  seeing  that  they  are  produced 
by  that  form  of  industrial  organization  which  is  the  most  efficient. 
As  to  whether  monopoly  or  competition  is  that  form  of  organiza- 
tion, we  have  so  far  had  no  means  whatsoever  of  determining,  though 
the  Report  of  the  Conmaissioner  of  Corporations  on  the  Harvester 
Company  and  Part  III  of  his  Report  on  the  Tobacco  Industry 
contains  some  interesting « information  regarding  this  question. 
It  becomes,  therefore,  of  fundamental  importance  that  unfair 
practices  should  be  eliminated  in  order  that  we  may  have  the 
opportunity  to  observe  the  results  upon  business  of  free  and  fair 
competition.  \When  competition  is  freed  from  the  artificial  re- 
,  straints  to  which  it  is  now  subjected,  and  not  before,  it  will  become 
[  possible  to  really  test  its  social  value;  to  compare  it  with  the  social 
savings  of  a  monopolistic  organization  of  industrial  society ."} 

In  order  to  obtain  this  desired  and  highly  necessary  result 
our  new  trust  legislation  has  prohibited  unfair  methods  of  competi- 
tion and  given  the  trade  conmiission  jurisdiction  to  prevent  them 
under  an  arrangement  which  is  admirably  adapted  for  this  pur- 
pose.'* Now  the  contention  can  be  forcibly  advanced  that  all 
imfair  methods  of  competition  fall  within  the  scope  of  either  the 
"restraint  of  trade"  or  "monopoly"  sections  of  the  Sherman  Anti- 
trust Act.  In  other  words  all  acts  of  u^ifair  competition  are  either 
contracts,  combinations  or  conspiracies  in  restraint  of  trade,  or 
else  constitute  monopolization,  attempts  to  monopolize,  or  combina- 
tions and  conspiracies  to  monopolize.     It  may  be  alleged,  therefore, 

**  Concerns  are  cited  by  name  in  the  petition. 

"  St.  LouiB  Steel  Range  Company  v.  Wrought  Iron  Range  Company,  Peti- 
tion U.  S.  D.  C  for  the  Eastern  District  of  Miasouri,  Eastern  Division,  pp.  3-7. 

«•  C/.  Section  V  of  the  Trade  Commission  Act,  W.  H.  S.  Stevens,  The  Trade 
Commiflsion  Act,  American  Economic  ReneWf  December,  1915,  Vol.  IV,  pp.  850- 
851  and  other  articles  in  this  volume. 
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that  it  was  entirely  unnecessary  to  specifically  forbid  unfair  com- 
petition by  legislation.  This  view  gains  strength  from  the  fact 
that  numerous  injunctions  in  suits  brought  by  the  government 
have  flatly  forbidden  in  specific  cases  the  use  of  several  of  the 
practices  described  in  this  study.  This  has  been  true  of  the  decrees 
against  the  American  Thread,  Burroughs  Adding  Machine,  Key- 
stone Watch  Case,  General  Electric  and  American  Coal  Products 
companies  and  also  of  those  against  the  Eastern  States  Retail 
Lumber  Dealers  and  Southern  Wholesale  Grocers  Associations. 

Despite  this  situation,  however,  there  is  good  reason  for  re- 
garding the  view  under  discussion  as  erroneous.  Under  the  rule  of 
reason  laid  down  by  the  Supreme  Court  in  the  oil  and  tobacco  cases, 
every  act,  contract  or  arrangement  must  be  construed  in  the  light 
of  reason.*^  Such  a  view  apparently  opens  up  a  considerable  field  in 
which  acts  of  unfair  competition  might  be  regarded  as  legal.  Vari- 
ous contracts,  arrangements  and  acts  may  conceivably  be  resorted 
to  for  a  purpose  in  itself  legal  and  yet  result  indirectly  in  destroying 
or  damaging  competitive  business  of  equal  or  superior  efficiency. 
Under  the  rule  of  reason,  if  a  given  act,  contract  or  arrangement  is 
per  se  legal,  the  fact  that  it  partially  or  indirectly  results  in  unfair 
competition  would  not  probably  be  sufficient  to  constitute  it  an  un- 
reasonable restraint  of  trade  and  thereby  bring  it  within  the  scope 
of  the  Sherman  Act.  It  would  therefore  appear  to  follow  that 
things  which  result  only  indirectly  in  unfair  competition  could  be 
regarded  perhaps  under  the  older  legislation  as  being  merely  reason- 
able restraints  of  trade.  In  this  way  many  things  might  be  done 
which  would  gradually  destroy  competition  or  prevent  it  from 
coming  into  being  and  thus  very  slowly  a  monopoly  might  be  built 
up. 

On  the  other  hand  the  general  prohibition  of  imfair  competition 
by  the  new  trust  legislation  would  appear  to  extend  to  all  acts  of 
this  character  without  exception.  It  therefore  follows,  I  think,  that 
the  new  legislation  represents  an  advance  over  the  old  in  the  direc- 
tion of  eliminating  such  practices. 

Some  may  be  inclined  to  feel  that  although  imfair  competition 
ought  to  have  been  prohibited,  the  new  legislation  should  have 
stopped  at  that  point;  that  it  ought  not  to  have  invested  in  the 

*^  This  rule  has  been  restated  by  the  Supreme  Court  and  accepted  by  the 
lower  courts.    It  may,  I  think,  be  now  considered  as  well  established. 
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commisssion  the  power  to  act  to  prevent  it  but  instead  should  have 
allowed  this  to  be  taken  care  of  by  the  courts.  In  answering  those 
who  are  inclined  to  take  this  view,  certain  points  should  be  care- 
fully considered.  The  new  trust  legislation  has  provided  a  body 
of  men  with  very  broad  investigatory  powers.  These  men  are,, 
impliedly  at  least,  to  devote  considerable  attention  to  the  study 
of  unfair  competition.  They  ought  therefore  to  become  specialists 
in  this  subject.  If  so,  their  orders  are  likely  to  be  based  upon  eco- 
nomic rather  than  upon  legal  grounds.  In  consequence  they  should 
have  even  more  weight  than  the  decisions  of  the  courts  have  had  in 
cases  involving  imfair  competition.  Moreover,  it  is  also  true  that  a 
court,  the  Circuit  Court  of  Appeals,  may  by  its  decree  alter  or 
modify  the  order  of  the  commission  upon  application.  This  will 
prevent  any  injustice  which  might  result  from  the  orders  of  that 
body.  At  the  same  time,  through  placing  in  the  hands  of  the  com- 
mission the  power  to  make  orders,  the  new  legislation  will  tend  to 
develop  an  economic  rather  than  a  legal  view  of  imfair  competi- 
tion." 

*^  Cf.  on  these  points  W.  H.  S.  Steyens,  The  Trade  Commission  Act,  American 
Boonomie  Review,  Deoember,  1914,  and  The  Clayton  Act,  Und,,  March,  1915. 
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SHOULD  THE  MANUFACTURER  HAVE  THE  RIGHT  TO 
FIX   SELLING    PRICES? 

By  Gilbbbt  H.  Montague, 

Counsellor  at  Law,  New  York. 

If  a  categorical  answer  be  required  to  this  question,  it  will  have 
to  be.  Yes — and  No.  For  many  different  things  may  be  meant 
by  this  question:  some  deserving  indisputably  the  answer  Yes; 
some  receiving,  by  universal  consent,  the  answer  No;  and  many 
more  presenting  considerable  difficulties  in  the  way  of  any  answer 
whatsoever. 


Everyone  probably  will  agree  that  the  manufacturer  has,  and 
should  have,  the  right  to  set  the  prices  on  his  own  goods  to  his  own 
immediate  customers.  Everybody  who  sells  anything  has  always 
had  this  right.  Nobody,  therefore,  would  now  deny  it  to  the  manu- 
facturer. 

But  ought  the  manufacturer  to  be  allowed  to  reserve  to  him- 
self the  right  to  set  the  price  at  which  his  goods  shall  be  sold  by  his 
customers  to  their  customers,  and  by  his  customers'  customers  to 
their  customers,  and  so  on  down  the  line  of  trade  that  begins  with 
the  manufacturer,  and  ends  when  the  last  retailer  parts  with  his 
goods  to  the  ultimate  consumer? 

The  general  run  of  people  who  sell  things,  it  is  admitted,  do  not 
claim  any  such  right.  Most  people,  indeed,  not  only  omit  to  claim 
it  but  appear  to  get  along  quite  contentedly  without  it.  A  consid- 
erable amount  of  popular  and  governmental  and  judicial  opinion, 
also,  appears  to  be  somewhat  loosely  to  the  effect  that  people, 
perhaps,  do  not  have  any  duch  right. 

Why  then  do  certain  manufacturers  want  it?  And  are  there 
any  good  reasons  why  any  manufacturer  needs  it  any  more  than 
other  people? 

Manufacturers  generally  do  not  feel  the  need  of  any  such  right. 
But  manufacturers  of  trade-marked  and  branded  goods  advocate 
it  as  a  business  necessity. 

Why  does  the   manufacturer  of  popular  trade-marked  and 
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branded  goods  want  this  right?  And  why  does  he  need  it  any 
more  than  manufacturers  of  other  goods,  or  the  general  run  of  people 
who  sell  things? 

II 

Trade-marked  and  branded  goods  have  certain  distinctive 
characteristics.  They  are  articles  taken  out  of  a  general  class  of 
goods,  and  sold  on  their  peculiar  merit.  Possessing  but  a  limited 
field  within  a  single  conmiodity,  their  cost  of  distribution  is  practi- 
cally prohibitive,  unless  they  are  consumed  in  large  volume.  Large 
volume,  however,  requires  national  distribution,  and  national  dis- 
tribution can  be  effected  only  by  a  selling  plan  which  is  reasonably 
economical.  The  cost  of  country-wide  salesman  solicitation,  in  the 
case  of  all  excepting  the  most  expensive  articles,  is  absolutely  pro- 
hibitive. National  advertising  is  the  only  means  for  meeting  this 
difficulty.  It  is,  indeed,  the  most  modem  method  of  economical 
distribution.  But  it  is  feasible  only  when  the  remainder  of  the  dis- 
tributing system  is  subject  to  practical  commercial  methods. 

Trade-marked  and  branded  goods  must,  to  some  extent,  be 
standardized.  For  unless  the  trade-mark  and  brand  are  associated 
in  the  public  mind  with  some  definite  standard,  they  are  either  mean- 
ingless or  positively  detrimental.  The  standard  signified  by  the 
trade-mark  and  brand  must  also  meet  the  competition  of  rival  stand- 
ardized and  unstandardized  goods.  Goods  that  are  unique,  or  un- 
standardized,  or  not  readily  comparable  with  other  goods  of  the 
same  general  class,  or  that  are  the  subject  of  monopoly,  or  for  any 
other  reason  are  not  subject  to  competition,  do  not  need  trade-marks 
and  brands.  Only  when  the  commodity  is  a  standardized  member 
of  a  general  class,  and  is  controlled  by  some  one  who  does  not  control 
the  rest  of  that  class,  and  is  sold  in  competition  with  rival  goods — 
in  other  words  is  a  specialty — does  it  need  a  trade-mark  and  brand. 
The  trade-mark  is  the  manufacturer's  guarantee  of  quality. 

Trade-marks  and  brands,  indeed,  are  the  true  badges  of  business 
competition.  They  are  designed  to  ear-mark  standardized  goods 
that  otherwise  might  not  be  easily  distinguishable  from  the  mass 
of  goods  with  which  they  compete,  and  to  differentiate  them  by 
name  and  dress  from  all  goods  controlled  by  rival  manufacturers, 
and  to  identify  them  and  single  them  out  from  among  the  mass  of 
goods  of  the  same  general  class.  By  their  trade-marks  and  brands, 
all  lines  of  business  reflect  the  degree  to  which  they  are  truly  com- 
petitive.    Trade-marked  goods  make  for  intensive  competition. 
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Competition  is  the  reason  for  trade-marks  and  brands.  But 
wherever  trade-marks  and  brands  have  become  firmly  and  favorably 
fixed  in  the  public  mind,  and  figure  in  the  marketing  of  goods,  they 
have,  to  a  degree  only  recently  appreciated,  revolutionized  the  old- 
fashioned  business  competition. 

Ill 

The  Old  Fashioned  Method 

Ck)nipetition  among  manufacturers  of  untrade-marked  and 
unbranded  goods — the  old-fashioned  business  competition — began 
and  ended  with  manufacturers'  immediate  customers — a  more  or 
less  local  business. 

By  them— a  select  audience,  mostly  of  a  few  wholesalers,  aU 
more  or  less  expert  judges — the  goods  were  weighed  and  considered 
as  to  price  and  quality,  and  the  reputation  for  reliability  and  good 
service  and  all  the  other  elements  in  the  personal  equation  of  the 
manufacturers  ended  there.  When  their  decision  was  made,  and 
the  goods  were  purchased,  these  wholesalers,  in  turn,  in  competition 
with  each  other,  submitted  to  the  larger  and  less  expert  audience 
of  their  customers  the  price  and  quality  of  the  goods.  Into  this 
transaction  there  entered  little  of  reputation  for  reliability  and  good 
service  and  all  the  other  elements  in  the  personal  equation,  and  what 
did  enter  was  not  of  the  manufacturer  from  whom  the  wholesalers 
had  purchased  but  of  the  wholesalers  themselves.  These  whole- 
salers' customers,  having  weighed  and  considered  as  best  they  could 
all  these  considerations,  and  having  made  their  decision,  and  having 
purchased  the  goods,  thereupon  submitted,  in  turn,  in  competition 
with  each  other,  to  the  still  larger  and  less  expert  audience  of  their 
customers,  the  price  and  quahty  of  the  goods,  and  the  reputation 
for  reliability  and  good  service,  not  of  the  manufacturers  who  made 
the  goods,  nor  yet  of  the  wholesalers  from  whom  they  purchased 
them,  but  the  reputation  for  reliability  and  good  service  and  all  the 
elements  in  the  personal  equation  of — ^themselves.  Thus  it  ran 
down  the  line  of  trade,  imtil  the  last  retailer  had  parted  with  the 
goods  to  the  ultimate  consumer.  The  dealers,  in  a  phrase,  were  at 
each  step  selling  their  own  goods  on  their  own  reputation. 

No  other  course,  indeed,  in  the  case  of  untrade-marked  and 
unbranded  goods  was  possible.  Since  the  goods  were  not  identified 
by  trade-marks  and  brands,  the  manuf actiu-er  could  not,  except  in 
dealing  with  his  immediate  customers,  ear-mark  the  goods  among 
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all  the  others  of  the  same  general  class  or  differentiate  them  from 
rival  goods,  or  single  them  out  for  special  and  widespread  commen- 
dation. In  a  very  real  sense,  the  manufacturer  had  not,  and  could 
not  have,  any  interest  in  the  goods  after  they  had  left  his  hands, 
nor  any  effective  part  in  any  sale  beyond  that  which  he  himself  had 
made  to  his  immediate  customers.  Prices  fluctuated  widely,  espe- 
cially to  the  consumer;  and  the  aggregate  increase  of  price  from 
manufacturer  to  consumer  is  inevitably  very  great  under  this  system. 

IV 

Modern  Methods  of  National  Distribution 

All  this  has  been  changed,  however,  wherever  trade-marks  and 
brands  have  become  firmly  and  favorably  fixed  in  the  popular  mind, 
and  have  begun  to  figure  in  the  marketing  of  goods. 

Competition  among  manufacturers  of  such  goods — ^the  new 
fashioned  business  competition — begins  as  usual  with  the  manu- 
facturer's immediate  customers,  but  it  ends  only  with  the  ultimate 
consumer  of  the  goods. 

Such  a  manufacturer's  immediate  customers  are  mostly  whole- 
salers, but  they  are  always  more  or  less  expert  judges  of  the  goods; 
and,  just  as  in  the  case  of  untrade-marked  and  unbranded  goods, 
they  can  always  weigh  and  consider  their  price  and  quality,  and 
the  reputation  for  reliability  and  good  service  and  the  other  elements 
in  the  personal  equation  of  the  manufacturer.  But  when  their 
decision  is  made,  and  the  goods  are  purchased,  and  these  whole- 
salers, in  turn,  offer  them  to  their  customers,  they  appeal  to  an 
audience  which  is  in  quite  a  different  mood  from  that  which  judges 
imtrade-marked  and  unbranded  goods.  The  appeal,  under  the 
modem  method,  is  also  supplemented  by  the  direct  and  continuous 
efforts  of  the  manufacturer  himself,  to  stimulate  demand  by  national 
advertising,  retail  solicitation,  and  other  means. 

If  the  trade-mark  and  brand  has  become  firmly  fixed  in  the 
public  mind,  no  customer  to  whom  the  wholesalers  can  appeal  can 
be  wholly  ignorant  of  the  quality  of  the  goods.  If  the  goods  have 
endured  the  notoriety  of  their  trade-mark  and  brand  without  per- 
ceptible diminution  of  sales,  it  is  probable  that  the  customer  is 
measurably  convinced  at  the  very  outset  regarding  the  quality 
of  the  goods,  and  the  reputation  for  reliability  and  good  service  and 
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all  the  other  elements  in  the  personal  equation  of  the  manufacturer. 
If  to  this  knowledge  be  now  added  knowledge  of  price — ^the  most 
obvious  and  frequently  best  known  fact  of  all,  upon  which  depends 
the  w^hole  question  we  are  considering — and  if  this  also  is  measurably 
satisfactory,  then  practically  every  factor  determining  in  a  sale  is 
already  favorably  active  in  the  customer.  The  price  is  stable; 
and  with  a  normal  and  increasing  demand  and  regularity  of  con- 
sumption, a  low  margin  of  profit  prevails  and  the  increase  in  price 
to  both  manufacturer  and  consumer  is  greatly  lessened,  as  com- 
pared with  the  old  fashioned  method.  Thus  the  wholesalers  are 
relieved,for  the  most  part,  from  the  necessity  of  assuring  their 
customers  regarding  the  price  and  quality  of  the  goods,  and  the 
reliability  and  responsibility  of  the  manufacturer,  and  need  assume, 
indeed,  practically  no  risk  or  responsibility  whatever  in  respect 
of  the  goods.  At  every  point  in  the  line  of  trade,  imtil  the  last 
retailer  parts  with  the  goods  to  the  ultimate  consumer,  the  same 
condition  obtains.  The  prospective  purchasers  at  each  stage,  in- 
stead of  being,  as  in  the  case  of  untrade-marked  and  unbranded 
goods,  progressively  less  expert  and  less  convinced  of  the  price  and 
quality  of  the  goods  and  more  suspicious  of  the  reliability  and  re- 
sponsibility of  the  manufacturer,  are,  in  the  case  of  trade-marked 
and  branded  goods,  already  familiar  with  the  goods,  at  least  by 
reputation,  and  fairly  well  convinced  of  their  price  and  quality, 
and  generally  well  satisfied  of  the  reliability  and  responsibility  of 
the  manufactiurer,  and  practically  need  no  assurances  whatever  on 
any  of  these  points  from  the  dealers  handling  the  goods.  Competi- 
tion among  a  few  individual  merchants  has  thus  been  largely  trans- 
formed, and  vastly  increased,  and  become  national  competition 
among  rival  trade-marked  goods.  But  imreasonable  prices  cannot 
prevail,  because  the  manufacturer's  interest  must  hold  them  low. 
His  profits  come  from  increased  volume,  not  from  increased  price. 

The  suction  power  of  the  consumers'  desire,  that  draws  the 
goods  swiftly  through  the  hands  of  wholesalers  and  retailers  and 
immediate  dealers  of  every  variety  and  into  the  hands  of  the  ulti- 
mate consumers,  the  preconceived  conviction  of  the  prospective 
purchasers  in  favor  of  the  goods  at  every  stage  along  the  line,  the 
fortification  of  innumerable  places  where  the  consumers'  judgment 
or  -whim  might  otherwise  break  down  the  line — all  of  which  the 
nianufacturer  himself,  unaided  except  by  his  own  labor  and  capital. 
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creates  by  aggressive  popularization  of  his  trade-mark  and  brand — 
all  these  are  forces  as  real  and  potent  as  physical  laws.  In  the 
poverty  of  our  language,  these  forces  are  collectively  called  by  the 
rather  weak  names  of  "good  will"  or  ''popularity." 

In  most  instances  today,  this  popularity  is  in  no  small  measure 
the  result  of  wise  and  extensive  advertisii^.  But  this  is  only  be- 
caiise  advertising  is  today  the  least  costly  way  by  which  the  manu- 
facturer can  firmly  and  favorably  fix  in  the  public  mind,  or,  for  that 
matter,  in  the  mind  of  any  one  with  whom  he  is  not  already  dealing 
as  an  immediate  customer,  the  trade-mark  and  brand  that  iden- 
tifies his  goods  among  all  the  othel^  of  the  same  general  class,  and 
distinguishes  them  from  rival  goods,  and  by  which  alone  he  can 
single  them  out  for  special  and  widespread  commendation.  This 
puts  the  highest  premium  on  the  integrity  of  the  goods,  is  a  guarantee 
of  satisfaction,  and  an  insurance  of  a  reasonable  price  which  cannot 
be  increased. 

The  significant  thing  is  that,  in  a  very  real  sense,  the  manu- 
facturer of  such  goods,  by  the  popularity  with  which  he  has  vested 
his  trade-mark  and  brand,  and  by  his  continued  advertising  and 
methods  to  develop  increased  demand  for  his  particular  goods, 
continues  to  play  a  most  effective  part  in  every  sale  of  the  goods, 
down  to  the  final  sale  of  the  last  retailer  to  the  ultimate  consumer. 


The  Problem  is:  What  is  the  Most  Effective  and  Economical 
Method  of  National  DistribiUiont 

To  expand  this  proposition  would  be  very  attractive.  But 
adequately  to  do  so  would  swell  this  article  into  a  history  of  the 
most  stupendous  improvement  in  distribution  that  has  occurred 
since  the  dajrs  of  Adam  Smith.  To  give  even  the  most  obvious 
illustrations  would  require  narrating  the  prodigious  development 
of  coimtry-wide  marketing  plans  and  national  selling  organizations 
that  have  brought  into  common  use  scores  of  special  brands  and 
have  made  household  words  of  hundreds  of  trade-marks.  It  is  a 
fascinating  chapter  of  economic  history,  entirely  due  to  American 
enterprise,  and  of  which  popular  and  governmental  and  judicial 
opinion  ought  to  be  appreciative  and  proud;  but  the  only  points 
which  there  is  now  time  to  extract  from  it  are  these : 

In  a  very  real  sense,  the  manufacturer  of  popular  trade-marked 
and  branded  goods  sells  them,  not  only  to  his  immediate  customers, 
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but  also  to  their  customers,  and  their  customers'  customers,  and 
so  on  down  the  line  to  the  ultimate  consumer;  and  in  this  respect 
the  manufacturer  of  popular  trade-marked  and  branded  goods 
differs  entirely  from  the  general  nm  of  people  who  produce  and  sell 
things. 

VI 

Here,  then,  is  the  elemental  reason  why  the  manufacturer  of 
popular  trade-marked  and  branded  goods  feels  the  necessity  and 
claims  the  right  to  fix  the  selling  price  beyond  his  immediate  cus- 
tomers: 

To  the  extent  thai  he  practicaUy  aeUe  hie  goods  at  each  succeeeive 
stage  of  the  line  of  trade  down  to  the  ultimate  consumer ^  he  claims  the 
rights  thai  everybody  else  has  always  had,  to  fix  the  price  on  his  own 
goods  to  aU  his  customers. 

All  other  reasons  are  corollary  to  this,  and  spring  from  this 
central  fact.  The  manufacturer  has  an  interest  in  the  success  of 
his  particular  goods,  to  the  extent  of  the  grand  total  of  volume  of 
sales  of  all  the  dealers  handling  them.  Each  dealer  has  an  interest 
in  their  success  only  to  the  extent  of  the  relatively  small  quantity  he 
handles.  The  man\if acturer  has  his  constant  expenses  for  advertising 
and  solicitation,  to  increase  the  volume  of  their  distribution.  The 
wholesalers  and  retailers  do  not  have  this  burden.  Yet  it  operates 
for  their  benefit.  This  extra  cost,  moreover,  is  not  passed  on  to  the 
public,  for  the  price  is  already  fixed.  The  manufacturer  absorbs 
this  extra  cost,  if  successful,  because  his  increased  volume  permits  a 
lessened  cost  per  tmit.  Since  the  manufacturer  assumes  all  this  bur- 
den, and  the  consuming  public  does  not  have  its  price  increased,  it 
is  in  the  public  interest  to  permit  the  manufacturer  to  use  every 
reasonable  means  to  expand  his  business  for  the  sake  of  his  more 
eflfective  competition  with  other  brands. 

Price  cutting  of  untrade-marked  and  unbranded  goods  at  most 
affects  only  a  small  field,  and  a  narrow  interest,  namely,  the  price 
cutter's  competitors,  and  the  purchasers  to  whom  the  cut  prices 
are  offered.  Since  such  goods  are  xmstandardized,  and  not  readily 
comparable  with  others  of  the  same  general  class,  the  price  cutter's 
competitors  have  almost  as  good  an  opportunity  as  before  to  avail 
of  their  reputation  among  their  trade  for  reliability  and  good  service 
and  all  the  other  elements  in  their  personal  equation,  and  thereby 
to  preserve  general  confidence  in  the  prices  and  quality  of  the  goods 
uxK>n  their  shelves.     Since  the  goods  are  unidentified  by  trade-marks 
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or  brands,  any  verdict  which  the  price  cutter's  customers  or  the  cus- 
tomers of  his  competitors  may  express  cannot  prejudice  other 
dealers  handling  the  same  goods  elsewhere  in  their  struggle  to 
obtain  the  popular  verdict  for  efficiency.  Nor  can  it  embarrass  the 
manufacturer  of  the  goods.  For  he  has  no  effective  part  in  any 
sale  beyond  the  sales  which  he  himself  has  made  to  his  immediate 
customers.  Except  in  the  mind  of  this  restricted  audience,  he  is 
not  at  all  associated  with  the  goods. 

VII 

Price  cutting  of  trade-marked  and  branded  goods,  however — 
that  is^  cutting  below  the  prices  which  the  manufacturer  has  famil- 
iarized in  connection  with  his  trade-marks  and  brands — affects  not 
only  the  price  cutter's  competitors  and  their  immediate  purchasers 
but  also  everyone  in  the  line  of  trade  on  the  particular  goods,  up  as 
high  as  the  manufacturer  himself,  and  down  as  far  as  the  ultimate 
consumer.  It  affects  the  entire  national  distribution  of  a  standard 
article. 

Since  such  goods  are  all  ear-marked  and  standardized,  and 
their  price  and  quality  have  been  familiarized  by  their  trade-marks 
and  brands,  there  can  be  no  question  of  their  quality,  and  any  appeal 
by  the  price  cutter's  competitors  to  their  reputation  in  their  trade 
for  reliability  and  good  service  and  all  the  other  elements  in  their 
personal  equation  as  dealers  cannot  overcome  the  difference  in 
price.  Against  cut  prices  on  trade-marked  and  branded  goods  the 
price  cutter's  competitors  can  present  no  argument.  Until  they 
throw  out  this  line  of  goods,  and  take  up  another,  the  cut  price 
stultifies  every  justification  they  can  advance  for  the  old  price, 
and  even  threatens  their  good  will  and  actual  existence. 

Under  these  circumstances,  the  capture  of  the  customers  of 
the  price  cutter's  competitors  is  seldom  due  to  any  enduring  effi- 
ciency on  the  part  of  the  price  cutter.  More  often,  it  is  only  a 
sudden  raid,  timed  by  the  price  cutter  so  as  to  produce  the  greatest 
possible  demoralization  and  stampede  of  his  competitor's  trade, 
not  only  in  the  line  on  which  he  is  cutting  prices,  but  also  in  all  other 
lines,  and  executed  at  a  large  initial  loss  to  the  price  cutter,  in  the  confi- 
dence that  under  cover  of  the  resulting  demoralization  and  stampede, 
he  can  more  than  recoup  upon  other  lines.  So  immediate  and  so 
deadly  is  this  kind  of  price  cutting  that  if  a  price  cutter  misses  killing 
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his   competitor — ^whom   he   generally  aims  to  kill  whenever    he 
resorts  to  this  kind  of  price  cutting — he  not  infrequently  kills,  and 
always  seriously  hurts,  the  manufacturer,  toward  whom  the  price 
cutter,  to  give  him  credit,  seldom  has  any  real  ill  feeling  whatsoever. 
For  to  the  extent  that  the  nianuf  actiu'er  has  popularized  his  trade- 
mark and  brand  and  developed  a  volume  of  trade,  he  suffers  from 
such  price  cutting.     He  suffers  the  moment  that  jobbers  and  re- 
tailers, being  affected  by  the  price  cutting  of  others,  are  unable  to 
handle  the  goods  at  a  profit,  and  cease  to  handle  them  at  all.    The 
manufacturer's  own  ability  to  distribute  economically  then  ceases. 
Save  in  the  case  of  certain  high-priced  articles,  he  cannot  nationally 
distribute  his  goods  direct  to  consumers,  except  by  a  vastly  increased 
cost  as  compared  with  the  normal  basis.    Since  the  goods  are  all 
identified  by  trade-marks  and  brands,  the  sensation,  which  the 
price  cutter  creates  at  the  expense  of  his  competitors,  fixes  in  the 
minds  of  purchasers  in  general  a  depreciated  price  for  the  goods 
on  the  shelves  of  all  other  dealers  who  handle  them,  and  prejudices 
every  dealer  in  his  struggle  to  obtain  among  his  own  trade  the  rep- 
utation for  being  an  efficient  and  reliable  dealer.    Dealers  every- 
where, therefore,  begin  to  avoid  the  goods  like  pestilence;  and 
through  the  resulting  loss  in  reputation  of  the  goods,  among  dealers 
and  piu*chasers  everywhere,  the  manufacturer's  business  is  always 
seriously  hurt,  and  not  infrequently  is  killed. 

VIII 

The  manufacturer  and  the  price  cutter's  competitors  are  not 
the  only  sufferers  from  price  cutting  of  popular  trade-marked  and 
branded  goods. 

Popularity,  as  every  manufacturer  and  dealer  knows,  must  be 
based  upon  fair  and  reasonable  prices — "goods  worth  the  money" — 
and  upon  their  merit.  For  only  goods  of  demonstrable  merit  can 
survive  the  test  of  widespread  use.  Goods  that  are  meritorious,  and, 
therefore,  popular,  are  frequently  driven  from  the  market  by  price 
cutting.  Goods  of  doubtful  merit,  or  indifferent  popularity,  which 
legitimately  might  be  selected  for  price  cutting  because  their  lack 
of  merit  and  popularity  ought  to  be  made  up  by  a  cut  in  price,  are 
more  often  the  substitutes  which  the  price  cutter  foists  on  the  public 
at  prices  far  in  excess  of  their  merit,  by  which  he  recoups  his  losses 
from  price  cutting. 
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Under  the  spell  of  a  temporary  saving,  therefore,  the  public  is 
gulled  into  a  worse  bargain,  and  eventually  loses,  also,  the  oppor- 
tunity of  buying  anywhere  the  meritorious  and  once  popular  trade- 
marked  and  branded  commodity,  that  has  been  driven  from  the 
market  by  price  cutting.* 

IX 
Cessation  of  such  price  cutting  on  trade-marked  and  branded 
goods  will  probably  not  bring  the  millennium.  Dealers  will  always 
fail  in  business  on  account  of  deficient  salesmanship  and  bookkeeping 
and  management  and  other  elements  in  their  personal  equation. 
Whether  price  cutting  continues  or  ceases,  however,  price  cutting 
of  popular  trade-marked  and  branded  goods  is  undoubtedly  a  ready 
and  frequently  used  weapon  of  predatory  business,  which  yields  prac- 
tically no  enduring  good  to  purchasers,  and  invariably  causes  last- 
ing injury  to  manufacturers  and  to  dealers  handling  the  goods  who 
lie  far  outside  the  price  cutter's  field  of  competition  or  even  compre- 
hension, and  whose  ruin  brings  no  corresponding  advantage  to  the 
price  cutter,  nor  to  the  community,  nor  to  any  one  else.  What  the 
manufacturer  of  trade-marked  goods  needs  is  the  means  to  assure 
to  all  dealers  fair  remuneration  for  the  service  of  constantly  carry- 
ing and  distributing  his  goods.  Price  plans,  setting  reasonable 
standard  prices,  have  this  effect,  and  are  required.  But  they  can 
be  commercially  maintained  only  when  the  compensation  is  fair, 
and  neither  unduly  high  nor  unduly  low. 

X 

The  economic  problem  that  confronts  the  manufacturer  of 
popular  trade-marked  and  branded  goods  who  tries  to  fix  prices 
beyond  his  immediate  customers — ^independently  of  any  legal 
difficulties — eflfectually  removes  every  possibility  of  abuse  of  price 
standardization. 

Only  in  proportion  as  his  efforts  have  firmly  and  favorably 
fixed  his  trade-marks  and  brand  in  the  public  mind  will  there  be 
any  inducement  to  enter  into  any  such  arrangement.    And  only 

>  On  this,  and  many  other  phases  of  this  question,  see  the  testimony,document8 
and  articles  referred  to  and  collated  in  "Hearings  before  the  Committee  on  Inter- 
state and  Foreign  CJommerce,"  House  of  Representatives,  Sixty-third  Ck)ngre8S, 
Second  and  Third  Sessions  on  H.  R.  13305:  "To  Prevent  Discrimination  in 
Prices  and  To  Provide  for  Publicity  of  Prices  to  Dealers  and  the  Public,"  Feb- 
ruary 27,  1914  to  January  9,  1915. 
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when  the  merits  of  his  commodity  outweigh  the  restrictions  of  the 
arranf^eitieiity  and  the  benefits  of  both  outweigh  the  quality  and 
the  terms  which  his  competitors  all  offer,  can  he  ever  induce  any 
one  to  enter  into  a  price  arrangement  with  him.  Trade-marked 
and  branded  goods  and  price  arrangements,  that  can  successfully 
run  the  gauntlet  of  all  these  considerations,  will  be  neither  so 
numerous  nor  so  unreasonable  as  ever  to  disturb  the  peace  of  those 
who  now  inveigh  against  price  standardization* 

XI 

But  the  law,  were  it  exactly  as  conservative  advocates  of  price 
standardization  desire,  would  still  prevent  every  possibility  of 
abuse. 

Bferely  placing  upon  patented  goods  a  notice  that  they  shall 
not  be  resold  at  less  than  a  specified  figure  has  been  held  by  the 
Supreme  Court  of  the  United  States  to  be  ineffective.*  Whether 
any  patent  restriction  can  be  devised  that  will  effectively  fix  the 
resale  price  is  a  question  which  the  District  Courts  of  the  United 
States  are  still  discussing.*  Laying  aside  the  question  of  patents, 
however,  and  relying  simply  on  the  economics  of  their  situation, 
many  manufacturers  of  popular  trade-marked  and  branded  goods 
claim  the  right  to  contract  with  their  immediate  customers  regard- 
ing the  price  at  which  such  customers  in  turn  shall  sell  to  their  own 
customers;  and  some,  indeed,  go  further,  and  claim  also  the  right 
to  contract  regarding  the  price  at  which  the  last  retailer  shall  sell 
to  the  ultimate  consumer. 

Because  some  of  the  earlier  cases,  involving  price  fixing  con- 
tracts, appeared,  in  view  of  the  surrounding  circumstances,  to  show 
a  restraint  of  trade  and  a  tendency  toward  monopoly,  the  courts 
in  some  of  these  cases  held  that  these  particular  contracts  were 
unenforceable  on  grounds  of  public  policy.*  But  under  other  cir- 
cumstances, that  would  plainly  preclude  every  possibility  of  re- 
straint of  trade  and  monopoly,  it  is  hardly  believable  that  contracts 
regarding  resale  prices,  voluntarily  entered  into  by  the  purchasers 
themselves,  ought  to  be  held  to  offend  against  public  policy.    Con- 

«  Bauer  p.  O'Donnell,  229  U.  S.  1. 

»  Ford  Motor  Company  v.  Union  Motor  Sales  Company,  D.  C.  S  D.  Ohio, 
Deoembor  4,  1914,  225  Fed.  373;  American  Graphapbone  Company  v.  Boston 
Stofre.  D.  C.  N.  D.  Illinois,  September  3,  1915,  225  Fed.  785. 

«  Miles  Medical  Company  v.  Park  and  Sons  Company,  220  U.  B.  373. 
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sidered  commercially,  they  simply  give  to  each  dealer,  in  the  manu- 
facturer's distributing  system,  a  reasonable  and  regular  conip>en8a- 
tion  for  service  rendered.  Since  the  manufacturer  himself,  had 
he  only  suflScient  capital,  could  sell  direct  to  the  ultimate  consumer, 
certainly  any  system  by  which  he  can  nationally  distribute  his  arti- 
cles more  economically  than  by  direct  selling  should  be  permissible; 
particularly  when  such  system  utilizes  usual  and  regular  channels  of 
wholesale  and  retail  distribution,  and  preserves  as  independent  busi- 
ness units  tens  of  thousands  of  wholesale  and  retail  merchants, 
whose  business  has  been  built  up  through  years  of  earnest  effort. 

In  highly  competitive  business,  where  trade-marked  and 
branded  goods  most  abound,  the  purchasers  themselves  can  gener- 
ally be  trusted  not  to  enter  into  bargains  that  will  unreasonably 
restrict  themselves.  So  long  as  the  field  is  kept  open  to  other  and 
competing  lines  of  trade-marked  and  branded  goods,  the  possibility 
of  restraint  of  trade  and  monopoly  would  seem  to  be  practically 
negligible. 

In  highly  competitive  business,  indeed,  it  is  today  almost 
impossible  to  market  a  specialty  without  insuring  dealers  against 
loss  by  price  cutting.  So  that  unless  the  manufacturer  of  a  trade- 
marked  and  branded  specialty,  struggling  against  competition  and 
pushing  his  line  through  the  regular  channels  of  wholesale  and  retaU 
distribution  in  the  direction  of  popular  favor,  can  make  some  ar- 
rangement with  wholesalers  and  retailers  to  guard  against  price 
cutting  in  his  line,  he  will  have  to  withdraw  from  the  contest,  and 
abandon  the  field  to  richer  manufacturers,  who  alone  have  the 
capital  and  organization  to  dispense  entirely  with  the  wholesale  and 
retail  trade,  and  alone  can  afford  to  establish  branches,  employees 
and  agents  in  every  hamlet  and  sell  at  their  own  prices  directly  to 
the  consumers. 

Some  liberty  of  contract,  therefore,  in  respect  to  resale  prices, 
seems  absolutely  essential  to  any  real  freedom  of  competition  among 
manufacturers  of  trade-marked  and  branded  goods.  And  so  long 
as  such  manufacturers  in  fact  compete  with  each  other,  and  so  long 
as  their  customers  have  unrestricted  opportunity  to  pick  and  choose 
between  rival  lines,  and  to  accept  or.  reject  the  terms  upon  which 
they  are  offered,  due  regard  for  the  fact  that  the  manufacturers 
have  a  real  interest  in  the  goods  after  they  have  left  their  hands, 
and  in  a  very  real  sense  participate  in  each  successive  sale  down  to 
the  ultimate  consumer,  would  seem  reasonably  to  require  that  they 
have  some  degree  of  right  to  fix  prices  in  some  or  all  of  such  sales. 
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THE  FEDERAL  TRADE  COMMISSION'S  INVESTIGATION 
OF  FOREIGN  TRADE  CONDITIONS 

The  act  creating  the  Federal  Trade  Commission  gives  it  author- 
ity '^to  investigate,  from  time  to  time,  trade  conditions  in  and  with 
foreign  countries  where  associations,  combinationsy  or  practices  of 
manufacturers,  merchants,  or  traders,  or  other  conditions,  may 
affect  the  foreign  trade  of  the  United  States,  and  to  report  to  Con- 
gress thereon,  with  such  recommendations  as  it  deems  advisable." 
In  view  of  the  present  situation  in  international  trade,  the  com- 
mission has  considered  it  to  be  its  duty  to  complete  as  promptly 
as  possible  an  investigation  of  foreign  trade  conditions.     While 
this  study  relates  particularly  to  the  question  of  combinations  in 
e]qK>rt  business,  it  is  not  confined  to  that  subject,  but  inquiry  is 
also  being  made  concerning  "dumping''  and  other  matters  of  espe- 
cial interest  at  this  time.    Inasmuch  as  these  subjects  are  of  such 
pertinent  import  to  industrial  development  at  this  time,  the  fol- 
lowing statement  has  been  prepared  under  the  supervision  of  the 
editor  of  The  Aimah  as  to  the  steps  the  commission  has  taken  and 
will  take  in  this  matter. 

The  investigation  comprises  public  hearings  by  the  commission, 
the  study  of  published  material,  reports  from  United  States  consuls 
and  conunercial  attache,  questionnaires  sent  out  to  American 
business  and  professional  men,  and  field  investigations  by  agents 
of  the  commission  both  in  the  United  States  and  abroad. 

The  public  hearings  were  the  preliminary  step  in  the  investi- 
gation and  the  first  were  held  in  Boston  and  New  York  early  in 
June.  Other  hearings  were  held  during  the  summer  in  Chicago, 
Detroit,  Cincinnati,  Minneapolis,  Spokane,  Tacoma,  Seattle,  San 
Francisco,  Los  Angeles  and  some  other  cities  of  the  West  and  Middle 
West.  At  these  conferences  business  men  were  invited  to  discuss 
foreign  trade  problems,  and  in  this  manner  much  valuable  infor- 
mation was  obtained. 

At  the  same  time  work  was  begun  on  the  systematic  study  of 
material  published  in  English,  German,  French,  Italian  and  Span- 
ish. This  includes  trade  and  financial  papers,  reports  of  our  own 
and  foreign  governments,  bulletins  of  associations  and  institutions, 
books,  treatises  and  other  publications.  When  completed  the 
study  will  make  available  for  the  commission  all  the  important 
published  data  relating  to  the  subject. 
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Through  the  courtesy  of  the  Departments  of  State  and  of  Com- 
merce, special  reports  on  foreign  trade  conditions  have  been  pre- 
pared for  the  commission  by  United  States  consuls  and  commercial 
attach^.  The  consuls  made  their  reports  in  response  to  a  detailed 
questionnaire,  while  the  commercial  attaches  were  given  a  brief 
explanation  of  the  commission's  purposes  and  were  asked  to  submit 
such  facts  as  in  their  judgment  would  be  most  valuable.  Both 
consuls  and  commercial  attach^  were  fully  informed  as  to  what 
material  the  commission  already  had  available,  and  as  to  certain 
kinds  of  data  that  were  particularly  desired. 

American  business  and  professional  men  have  also  been  called 
upon  for  information  and  suggestions.  A  general  inquiry  letter 
with  a  return  card  was  sent  out  to  between  25,000  and  30,000  per- 
sons. These  included  manufacturers,  mine  operators  and  repre- 
sentatives of  mining,  manufacturing  and  agricultural  organizations; 
export  merchants,  conmiission  houses,  manufacturers'  export  agents; 
importers  and  domestic  merchants;  economists,  lawyers,  bankers, 
publicists,  editors  of  trade  papers,  contracters,  engineers,  etc. 
About  two  thirds  of  the  total  number  were  manufacturers.  Great 
oare  was  exercised  to  make  the  list  representative. 

One  purpose  of  the  return  card  was  to  secure  a  broad  expression 
of  opinion  as  to  the  advisability  of  combinations  or  codperative 
organizations  for  export  business.  Another  object  was  to  bring 
the  commission  in  touch  with  those  willing  to  furnish  more  de- 
tailed information  and  suggestions.  To  the  latter  a  brief  question- 
naire was  sent.  The  answers  to  these  questions  have  given  the 
commission  much  pertinent  information  and  are  also  of  much  value 
in  connection  with  the  field  investigations. 

After  the  study  of  the  schedules  has  been  completed  field  agents 
will  call  upon  those  men  who  can  furnish  special  data  of  importance. 
The  investigations  of  these  agents,  following  up  the  questionnaires 
and  the  research  work,  will  round  out  the  collection  of  information 
in  this  country.  Similarly  the  work  of  the  commission's  agents 
abroad  is  given  point  and  definiteness  through  the  information 
supplied  by  American  exporters,  through  the  study  of  published 
material,  and  through  the  reports  and  co5peration  of  the  United 
States  consuls  and  commercial  attach^. 

By  these  various  means  the  commission  is  conducting  an  ex- 
tensive investigation  and  when  the  data  are  all  brought  together 
it  hopes  to  make  a  comprehensive  report  to  Congress. 
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"COOPERATION'*   AND   THE  ANTI-TRUST  LAWS 

By  Gilbebt  H.  Montague, 
CouDiellor  at  Law,  New  York. 

The  last  presidential  campaign,  among  its  other  blessings, 
enriched  the  popular  vocabulary  of  economic  and  political  discus- 
sion with  the  word  "codperation."  One  step  away  from  combina- 
tion, and  more  altruistic  in  soimd  than  competition,  co5peration 
served  well  as  a  political  rallying  cry  throughout  the  campaign,  and 
has  since  done  yeoman's  service  in  rallying  business  men  to  collective 
action  regarding  prices,  territory  and  other  thorny  trade  conditions 
unpleasantly  associated  with  the  Sherman  anti-trust  law.  Aroimd 
codperation  a  literature  has  developed,  upon  it  has  sprung  up  a  cult, 
and  before  it,  in  the  hopes  of  its  devotees,  lies  a  future  of  usefulness, 
in  which  codperating  trade  associations  shall  walk  arm  and  arm  with 
the  newly  established  Federal  Trade  Conmiission  and  find  lasting 
peace  and  rest  from  the  Sherman  law. 

''The  radical  change  that  is  taking  place  in  the  commercial 
and  industrial  world — ^the  change  from  a  competitive  to  a  codperative 
basis/*  ia  the  program  of  this  codperative  movement.  "  Cooperation 
is  essentially  constructive;  competition  destructive,"  is  its  creed. 
Hostility  to  the  Sherman  law  is  its  controlling  habit:  "The  very 
theory  of  our  anti-trust  laws,"  asserts  the  coSperationist,  with  a 
wealth  of  italics, 

ia  that  they  suppress  codperation,  and,  hy  encouraging  competition,  promote  the 

widest  fluctuations  in  prices The  Sherman  law  is  destructive  in  pur- 

pose  and  applicaHcn.    State  anti-trust  acts  are  framed  to  tear  down  knd  destroy, 

.     .      .     .    The  much  vaunted  Sherman  law  will  pass  into  economic  history, 

along  with  such  English  laws  as  those  against  "regrating/'  ''forestalling/'  and 

"engrossing/'  and  laws  against  labor  unions — as  one  of  man's  futile  attempts  to 

check  evolution The  coimtry  has  reached  the  parting  of  the  ways. 

It  must  make  its  choice  and  make  it  intelligently— either  the  competitive  or  the 
codperative  basis.* 

^  These  and  other  quotations  and  references  to  "codperation"  that  follow 
are  from  Arthur  J.  Eddy:  The  New  Competition,  A.  C.  McClurg  &  Co.,  Chicago, 
1916.  "Codperation,"  in  the  sense  intended  by  Mr.  Eddy  and  others  of  his 
school,  18  the  "codperation"  with  which  this  article  deals. 
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Prices  are  the  first  concern  of  the  co5perationist.  ''Codperation, 
whether  voluntary  or  involuntary — compelled  by  law — is  the  only 
regulator  of  prices.  Competition,  free  and  unfettered,  is  absolutely 
destructive  to  all  stability  of  prices/'  For  this  the  codperationist's 
remedy  is  easy:  "Associations  of  competing  manufacturers  and  deal- 
ers to  lessen  competition  and  advance  prices  I" 

This,  however,  is  clumsily  anticipating  the  secret. 

The  careful  co5perationist,  in  expounding  the  new  dispensa- 
tion, generally  picks  his  words  with  greater  caution,  for  ''in  the  pres- 
ent uncertain  state  of  the  law,  the  attitude  of  Congress  would  seem 
to  be  that  of  forbidding  the  volimtary  association  that  is  absolutely 
necessary  to  eliminate  those  'brutal'  features  of  competition." 

Frank  interchange  of  information,  therefore,  is  the  orthodox 
description  of  the  business  of  such  an  association.  Specifically,  the 
members  of  the  cooperating  association  are  supposed  to  disclose 
and  discuss  freely:  "(1)  Every  element  that  enters  into  the  cost  of 
their  work.  (2)  Work  in  hand,  the  terms  and  conditions  upon  which 
it  is  being  done.  (3)  Work  in  prospect;  all  requests  for  bids,  with 
frank  interchange  of  information  regarding  such  proposed  work, 
and  the  conditions  under  which  it  must  be  done.  (4)  All  bids  act- 
ually made  on  work.  (5)  Conditions  affecting  their  general  wel- 
fare." 

"So  long,"  adds  the  cautious  cooperationist,  "as  its  members 
enter  into  no  agreement  to  fix  prices  or  control  competition,  the 
legality  of  such  an  association  could  hardly  be  questioned." 

Probably  not;  but  how  far  removed  from  "fixing"  prices  and 
"controlling"  competition  is  the  result  of  such  a  codperating 
association? 

"The  effect  of  competition  under  such  open  and  straight- 
forward   conditions,"    continues   the    cooperationist,    "would    be 

stability  of  prices  at  normal  levels Prices  would  vary, 

but  they  would  not  vary  widely."  This  significant  achievement  of 
the  codperating  association  is  emphasized  again  and  again: 

Prices  and  profits  will  take  care  of  themselves:  they  will  be  normal  and 

reasonably  constant Prices  are  not  "fixed/'  in  the  active  sense  of 

the  verb,  but  they  become  stable  as  the  result  of  normal  conditions 

The  more  open  the  price  the  stronger  the  tendency  toward  stability. 

Not  that  open  prices  alone  can  accomplish  this  stability: 
"The  open  price  policy  means  not  only  open  prices  but  open  dis- 
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cussions  regarding  the  circumstances  attending  the  cuts."     Here, 
at  last,  we  find  the  milk  in  the  cocoanut. 

How  shall  "open  discussions  regarding  the  circumstances  of 
the  cuts"  be  had  without  influencing  prices  in  violation  of  the  hated 
Sherman  law?     The  difficulties  of  the  coaperationist  are  obvious. 
A  never  ceasing  embarrassment  is  the  poverty  of  the  English  lan- 
guage.    Euphemisms  for  "lessening  competition"  and  "advanc- 
ing prices"  are  all  too  rare.     "Stability"  of  prices,  "friendly" 
competition,  "careful"  bidding,  "normal"  price  levels,  "reasonably 
constant"   prices,    "intelligent   competition,"    "regulation,"    and 
"elimination  of  brutal  competition,'*  are  all  more  pleasing  than  their 
infelicitous  synonyms  "lessening   competition"  and   "advancing 
prices."     Plain  business  men,  however,  are  imfortunately  prone  to 
stumble  at  such  verbal  concealments  <rf  thought.    "  It  requires  time," 
laments  the  sore-tried  co5perationist, 

to  eradicate  traces  of  habits  which  have  become  second  nature,  habits  of  thought, 
of  speech,  of  conduct.  Even  when  men  are  honestly  trying  to  think  along  the 
new  lines  they  will  talk  and  correspond  along  the  old,  the  old  phrases  will  crop 
out  and  their  letters  will  bristle  with  language  that  heretofore  has  been  used  only 
in  "fixing"  prices  and  suppressing  competition. 

Alaslitisalltootrue! 

So  it  happens  that  the  "open  price  association,"  the  only 
approved  instrument  of  the  orthodox  co5perationist,  is  always  a 
delicate  matter: 

"At  the  outset,"  he  explains, 

they  must  be  made  to  understand  that  the  meeting  is  not  called  for  the  purpose  of 
entering  into  any  agreement  along  old  lines;  it  is  not  called  for  the  purpose  of 
fi-ying  prices,  allotting  business,  controlling  competition,  restraining  trade,  or  creat- 
ing a  monopoly;  there  is  no  intention  of  doing  any  of  these  things  either  directly 
ox  indirectly. 

But  here  the  skeleton  intrudes  at  the  feast. 

In  order  to  avoid  misunderstandinge  by  members,  by  customers,  by  the 
public,  it  is  important  that  the  constitution  and  by-laws  be  carefully  drawn  so 
as  to  express  in  full  the  purposes  of  the  association  and  every  agreement  underlying 
its  organisation.  This  is  advisable  everywhere.  It  is  doubly  advisable  in  this 
country  where  Ihe  law  regarding  restrairU  of  trade  is  so  strict  and  the  public  so  sus- 

picious The  fundamental  propositions  must  be  so  framed  that  even 

a  judge  not  versed  in  business  will  be  able  to  understand  the  plan. 

And  lest  the  thrifty  business  man  fail  to  see  the  necessity  of 
always  employing  an  orthodox  codperation  lawyer,  the  codperation- 
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ist  gloomily  cites  unsuccessful  "attempts"  at  cooperation,  made 
''without  counsel,"  and  so  "foredoomed  to  failure!" 

After  the  "open  price  association"  is  organized  come  the  meet- 
ings. They  should  be  held,  it  appears,  every  month  or  so.  Pri- 
marily they  are  devoted  to  discussions  of  complaints  and  questions 
by  each  of  the  members  "regarding  work  taken  during  the  pre- 
ceding month  by  the  member  under  fire."  To  put  a  member  "un- 
der fire,"  however,  without  somehow  influencing  his  conduct  ih 
violation  of  the  Sherman  law,  is  not  a  job  for  unaided  business  men. 
This  means,  of  course,  more  work  for  the  co5peration  lawyer.  At 
every  meeting,  his  services  are  needed  to  steer  the  discussion  safely 
within  the  euphemistic  vocabulary  of  cofiperation,  and  to  check 
any  imfortunate  lapses  of  the  lay-members  into  the  language  o*f 
plain  speech.  And  here  the  cautions  of  the  codperationist  become 
extraordinary:  "Do  nothing,"  he  commands, 

you  are  afraid  to  record;  record  everything  you  do,  and  keep  your  records  where 
any  public  official  in  the  performance  oj  hie  duHee  may  have  easy  access  to  ihrnn.  In 
short,  preserve  so  carefully  all  evidence  regarding  intentions,  acts,  and  results 
that  there  will  be  no  room  for  inference  or  argument  that  anything  else  was 
intended,  done,  or  achieved. 

Certainly  there  is  need  for  caution.  Collective  action  to  influ- 
ence prices  has  repeatedly  been  attempted  during  the  past  twenty- 
five  years,  and  often  under  what  appeared  the  most  excusable 
circumstances.  Wrecks  of  associations  and  combinations,  however, 
of  every  kind  and  description,  that  have  run  foul  of  the  Sherman  law 
merely  because  they  have  tried  to  stabilize  prices,  may  be  found 
in  almost  every  state  of  the  Union.  Associations  and  combinations 
of  coal  operators,  coal  dealers,  railroads,  pipe  manufacturers,  meat 
packers,  salt  manufacturers,  wholesale  grocers,  paper  manufac- 
turers, elevator  manufacturers,  lumber  dealers,  retail  druggists, 
furniture  manufacturers,  umbrella  manufacturers,  powder  manufac- 
turers, stationery  manufacturers,  plumbing  supply  manufacturers, 
tow-boat  operators,  butter  and  egg  dealers,  electric  lamp  manu- 
facturers, wire  manufacturers,  horseshoe  manufacturers,  cable  manu- 
facturers, kindling-wood  manufacturers,  flour  manufacturers, 
coaster  brake  manufacturers,  steamship  operators,  wharf  operators, 
fruit  dealers,  shoe-last  manufacturers  and  breakfast  food  manufac- 
turers have  all  been  successfully  prosecuted  under  the  Sherman  law. 
In  more  than  a  score  of  instances,  criminal  proceedings  resulting  in 
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the  imposition  of  over  a  half  million  dollars  in  fines  have  been  con- 
cluded.    Nor  is  this  the  end.     The  Department  of  Justice  now  has 
pending  suits  against  various  associations  and  combinations    of 
meat  packers,  turpentine  manufacturers,  coal  operators,  paper  manu- 
facturers, railroads,  steamship  operators,  bill  posters,  film  manu- 
facturers, horseshoe  manufacturers,  and  butter  and  egg  dealers. 
Before  this  display  of  judicial  and  governmental  disfavor — ^which  is 
still  imabated  and  quite  unaffected  by  the  recent  turn  in  judicial, 
governmental  and  popular  feeling  that  has  touched  other  phases  of 
the  trust  problem — ^the  co5perationist  has  good  reason  to  be  cau- 
tious. 

How  does  he  expect  to  escape  the  fate  of  his  predecessors? 
He  explains  his  theory  himself:  **  It  is  one  thing,''  he  says, 

for  men  in  a  meeting  to  say,  one  after  another,  "My  price  is  so  and  so,"  with 
the  result  that  after  the  meeting  all  their  prices  prove  substantially  the  same  as 
the  figures  mentioned.  It  is  quite  a  different  thing  for  the  same  men  to  come  to  a 
meeting  and  each  report,  "My  actual  sales  for  the  past  month  have  been  so  and 
BO,  and  here  are  the  details  of  each  transaction."  hi  that  statement  there  is  no 
direct  or  implied  agreement  to  maintain  prices,  no  obligation  of  any  kind  to 

refrain  from  cutting When  men  meet  and  each  says,  "My  price 

is  so  and  so,"  and  all  say  the  same,  a  promise  to  maintain  that  price  may,  per- 

hapB,  be  inferred  from  subsequent  events;  btU  no  such  promise  can  he  inferred  from 

frank  siaUmenU  of  past  transactions;  and  yet  mare  in  the  way  of  stabilily  of  prices 

....    wiU  result  from  the  mere  interchange  cf  information  than  from  an  offree- 

ment  to  maintain  prices Knowledge  regarding  bids  and  prices  actually 

made  is  aU  that  is  necessary  to  keep  prices  at  reasonably  stable  and  normal  levels. 
No  agreements  to  maintain  prices  are  necessary. 

Everything  in  codperation  is  so  simplel  "Stability  of  prices"  ' 
and  "prices  at  reasonably  stable  and  normal  levels" — the  aim  of 
every  association  and  combination  ever  prosecuted  and  broken  up 
by  the  Department  of  Justice,  the  result  sought  by  every  well- 
meaning  business  man  whom  the  courts  have  ever  convicted  and 
fined  under  the  Sherman  law — ^might  all  have  been  so  easily  and 
safely  accomphshed  simply  by  saying  "My  price  has  been  so  and 
so"  instead  of  "My  price  is  so  and  so!" 

But  is  it  really  so  simple  and  easy?  The  Supreme  Court  has 
repeatedly  held  the  Sherman  law  to  "embrace  every  conceivable 
act  which  could  possibly  come  within  the  spirit  and  purpose  of  the 
law,  without  regard  to  the  garb  in  which  such  acts  are  clothed," 
with  absolutely  "no  possibility  of  frustrating  that  policy  by  re- 


Digitized  by 


Google 


74  The  Annals  of  the  American  AcadeMt 

sorting  to  any  disguise  or  subterfuge  of  form,"  nor  yet  "to  escape 
by  any  indirection  the  prohibitions  of  the  statute." 

If  now  codperation  is  a  garb  that  protects  as  well  as  clothes,  if 
indeed  the  "open  price  association"  is  a  form  that  frustrates  the 
policy  of  the  Sherman  law,  and  if  the  magical  phrase  "My  price  has 
been  so  and  so"  is  a  spell  that  really  keeps  away  the  devils  of  the 
Department  of  Justice,  then  the  co5perationist  truly  has  foimd  a 
talisman  more  desired  than  ever  was  the  philosopher's  stone,  and 
an  enchantment  more  powerful  than  any  alchemy. 

The  law,  however,  is  not  quite  ^*a  ass,"  notwithstanding  Mr. 
Bumble  and  the  co6perationists;  and  to  co5perationists  who  pro- 
fess that  "no  man  whose  aim  in  life  is  to  bear  himself  creditably 
among  his  fellows  cares  to  split  hairs  with  the  law,  to  take  any 
chances  on  a  court's  decision  as  to  whether  his  acts  are  'reasonable' 
or  'unreasonable,'"  the  disagreeable  habit  the  courts  have  of  judg- 
ing acts  by  their  effect,  instead  of  by  their  form,  may  yet  prove  dis- 
concerting. 

Take  the  Gary  Dinners  discussed  by  the  federal  district  court 
in  the  recently  decided  government  suit  against  the  United  States 
Steel  Corporation:  "Where  at  a  meeting  of  many  persons,"  said 
Judge  Buffington, 

such  action  is  taken  whose  legality  is  afterwards  called  in  question,  the  decision 
may  be  vitally  affected  by  ascertaining  the  fact  whether  the  action  was  really 
taken  by  each  individual  acting  for  himself,  or  whether  those  present  were,  in 

fact,  pursuing  a  conmion  object Suppose  what  happens  is  this:    A 

number  of  persons  take  no  action  about  territory  or  output,  their  discussions  being 
mainly  concerned  with  the  subject  of  price,  and  suppose,  further,  that  they  re- 
frain from  making  a  definite  formal  agreement,  and  limit  themselves  to  an  under- 
standing, a  declaration  of  purpose — an  announcement  of  intention — what,  then, 
is  to  be  fsaid?  Have  they  offended  against  the  law?  This  question  cannot  be 
answered  until  we  know  what  the  participants  were  really  doing.  It  is  not  enough 
to  rest  upon  the  varying  names  that  may  he  given  to  the  traneaciion. 

And  then  the  Judge  quoted  various  witnesses,  t.o  the  effect  that 
all  that  anybody  said  at  the  Gary  Dinners  was  substantially  "My 
price  18  so  and  so,"  or  "My  price  will  be  so  and  so,"  and  the  Judge 
concluded: 

Now  to  our  minds  the  testimony  taken  as  a  whole  makes  the  conclusion  inevi- 
table that  the  result  of  these  meetings  was  an  understanding  about  prices  that 
was  equivalent  to  an  agreement.  We  have  no  doubt  that  among  those  present 
some  silently  dissented  and  went  away  intending  to  do  what  they  pleased;  but 
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many,  probably  most,  of  the  particqMmtB,  understood  and  aawnted  to  the  view 
that  ^uiy  were  under  M>m«  kind  of  an  MigaHon  to  adhere  to  the  pricee  that  had  been 
anncuneed  or  dedared  as  the  general  sense  of  the  meeting.  Certainly  there  was  no 
positiye  and  expressed  obligation;  no  formal  words  of  contract  were  used;  but 
most  of  those  who  took  part  in  these  meetings  went  away  knowing  that  prices 
had  been  named  and  feeling  bound  to  maint^ain  them  until  they  saw  good  reason 
to  do  otherwise,  and  feeling  bound  to  maintain  them  even  then  until  th^  had 
signified  to  their  associates  their  intention  to  make  a  change.  We  ccmnot  doubt 
thai  such  an  arrangement  or  understanding  or  moral  obligation — whatever  name 
may  he  the  most  appropriate — amounts  to  a  combination  or  common  action  forbidden 
by  law.  The  final  test,  we  think,  is  the  object  and  the  effect  of  the  arrangement, 
and  both  the  object  and  effect  were  to  maintain  prices^  at  least  to  a  considerable  degree. 

All  the  judges  in  the  Steel  case  concurred  in  this  conclusion  of 
Judge  Buffington;  and  two  of  them  took  pains  to  show  that  in  their 
opinion  the  mere  stability  of  prices  during  the  continuance  of  the 
Gary  Dinners,  in  contrast  with  the  wide  variations  in  prices  during 
the  time  when  there  were  none,  pretty  conclusively  established  the 
illegality  of  Gary  Dinners. 

Judged  by  this  test,  how  would  an  "open  price  association" 
fare  that  had  achieved  "stability  of  prices,"  "reasonably  stable  and 
normal  levels,"  "fixed  prices  for  fixed  periods"  and  all  the  other 
advertised  objects  of  co6peration? 

Take  another  test;  look  at  the  "open  discussions"  so  valued 
in  the  "open  price  association" :  These  discussions,  the  codperation- 
ist  explains,  relate  to  "the  circumstances  attending  the  cuts"  and 
complaints  and  questions  by  each  of  the  members  "regarding  work 
taken  during  the  preceding  month  by  the  member  under  fire." 
"The  right  to  publish  prices, exchange  bids  freely  and  openly,  to  deal 
frankly  with  customers  and  competitors,"  exclaims  the  codperatiomst, 

aie  rights  that  cannot  be  curtailed  by  any  legislative  body  in  this  country. 
....  The  right  of  a  body  of  men  to  say  what  they  will  do  may  not  be  clear 
under  the  many  anti-trust  laws,  but  we  have  yet  to  hear  of  a  law  that  tries  to 
pievent  men  telling  what  th^  have  done. 

These  rights,  however,  as  the  Steel  decision  shows,  are  all  sub- 
ject to  serious  qualifications.'  Does  the  cooperationist  keep  safely 
within  them? 

When  the  co6perationist  is  organizing  the  "open  price  asso- 
ciation" he  rests  it  on  this  fundamental  principle: 

No  bidder  is  bound  to  adhere  to  his  bid  for  the  fraction  of  a  second.  After 
ascertaining  the  bids  of  others  each  is  free  to  lower  his  own  bid  to  secure  the 
work The  safe  course  is  to  provide  for  cutting,  remove  all  rettric- 
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UoBB,  80  that  under  the  rules  of  the  association  no  member  can  so  much  as  ques- 
tion the  right  of  another  to  bid  as  freely,  as  often,  and  as  low  as  he  pleases. 

Recalling  the  other  "fundamental  proposition"  that  "knowl- 
edge regarding  bids  and  prices  actually  made  is  all  that  is  necessary 
to  keep  prices  at  reasonably  stable  and  normal  levels/'  it  is  a  little 
surprising  later  to  learn  that  questions  and  complaints  can  arise, 
and  members  can  go  "under  fire,"  even  while  both  propositions 
are  fully  satisfied.  "Fundamental  propositions,"  however,  are 
subject  to  quick  changes  in  the  cooperative  era.  Having  formed 
his  "open  price  association,"  the  cooperationist  promptly  dispenses 
with  his  "fimdamental  proposition,"  and  adjures  the  new  member  that 

having  made  his  bid,  if  he  finds  he  is  not  the  lowest,  he  must  not  rush  in  with  a 

new  bid  to  get  the  work  away  from  a  man  fairly  entitled  to  it The 

practice  is  wrong  and  contrary  to  the  spirit  of  the  new  competition 

The  man  who  tries  to  change  hia  hid  wUl  be  looked  upon  as  on  a  par  with  the  second^ 
hand  clothes  dealer! 

This  surely  is  going  "under  fire"  with  a  vengeance!  Many 
an  association  and  combination  has,  with  less  moral  compulsion  than 
this,  found  itself  in  the  unwelcome  embraces  of  the  Sherman  law. 

Consider  also  the  ''open  discussions"  of  the  "open  price  asso- 
ciation" regarding  the  actual  conditions  in  the  particular  industry. 
They  sound  innocent:  "This  inquiry,"  explains  the  cooperationist, 

should  take  up  each  plant  or  company  represented  with  a  view  to  ascertaining  and 
noting  briefly  in  the  minutes  the  establishment  of  the  plant  in  its  particular  lo- 
cality and  why;  its  capacity  labor  employed  and  its  development  generally 
....  It  is  only  by  a  careful  comparison  of  data  that  it  can  be  ascer- 
tained whether  a  given  plant  has  any  territory  or  customers  that  naturally  de- 
pend upon  it This  investigation, 

explains  the  cooperationist  with  an  eye  to  the  Sherman  law,  "has 
nothing  to  do  with  any  scheme  for  allotting  or  apportioning  busi- 
ness; it  simply  seeks  to  get  at  the  facts." 

But  does  it?  "A  plant  is  located,  say,  in  Minneapolis,"  con- 
tinues the  cooperationist; 

it  is  obliged  to  buy  all  its  raw  material  in  Pennsylvania;  it  is  in  competition  with 
Pennsylvania  companies  that  ship  the  finished  product  to  the  Northwest;  on  its 
face  the  situation  seems  to  look  desperate  for  the  Minneapolis  company. 
....    If  the  Pennsylvania  companies  are  bidding  recklessly  for  business  they 

are  not  fairly  entitled  to  they  may  depress  prices  for  a  time The 

right  committee  could  make  a  report  that  would  set  forth  in  detail  the  advan- 
tages and  disadvantages  of  every  member  of  the  association,  and  in  so  far  as  it 
can  legally  do  so  it  should  be  the  effort  of  the  association  to  help  each  member  to 


Digitized  by 


Google 


"Cooperation"  and  the  Anti-Trust  Laws  77 

hold  the  trade  leffiHmaUly  hdonging  to  it,  as  agaioBt  unfair  and  deetructive  com- 
petition. 

Fairly  and  legUimaUly  are  here  question-begging  terms.  The 
controlling  words,  iinfortxinately,  from  the  legal  standpoint,  are 
hmness  they  are  not  entitled  to  and  trade  belonging  to  it.  Many  an 
association  and  combination,  though  less  active  than  this  in  sug- 
gestmg  an  allotment  of  territory,  has  been  broken  on  the  wheel  of 
the  Sherman  law. 

The  trouble  with  the  co5perationist  is  that  he  has  nev^r  been 
quite  honest  with  his  problem. 

Too  many  improvements  which  he  has  claimed  could  only  be 
obtained  through  cooperation  have  been  and  are  being  accomplished 
by  trade  organizations  of  unquestioned  legality  through  collective 
action  free  from  all  suspicion  of  control.  Too  many  developments 
which  he  disapproves  and  proposes  to  cure  by  cooperation  have  been 
and  are  being  recognized  and  approved  as  entirely  wholesome  eco- 
nomic tendencies.  And  too  many  evils  which  he  has  claimed  could 
only  be  cured  by  co5peration  have  been  and  are  being  remedied  by 
the  much  despised  anti-trust  laws. 

Collective  action,  when  not  directed  toward  influencing  prices, 
limiting  output,  allotting  territory,  or  in  any  other  way  substan- 
tially lessening  competition,  has  always  been  endorsed  upon  the 
very  highest  authority.    The  work  of  nimierous  trade  associations 
in  standardizing  of  materials,  negotiating  for  more  equitable  freight 
rates,  recovering  refunds  for  excessive  freight  charges,  providing 
mutual  fire  insurance,  simplifying  terms  and  instruments  of  credit, 
and  limiting  credit  risks  has  often  been  heartily  commended  by  the 
government.     Even  cost  accoimting,  to  a  certain  extent,  is  highly 
legitimate  work  for  a  trade  association.    "Apart  from  this  aspect 
of  price  regulation,"  declared  the  chauman  of  the  Federal  Trade 
Commission  while  he  was  Commissioner  of  Corporations, 
't  mav  be  a  proper  function  of  trade  associations  to  assist  members  to  adopt  a 
oer  SYStem  of  cost  accounting  that  shall  accurately  measure  amounts  ac- 
tuaSy  expended  for  or  chargeable  to  production.    The  adoption  of  standard  speci- 
ficaUons  recommended  by  associations,  is  often  of  advantage  to  both  manufactur- 
and  nurchasers  and  tends  to  promote  economies  in  industry  and  commerce.* 

•  These  and  some  other  quotations  that  foUow  are  from  Farm-Machinery 
Trade  AnocUUums,  Department  of  Commerce,  Bureau  of  CJorporations,  March 
16  1916.  Their  significance  is  enhanced  by  the  fact  that  the  then  Commissioner 
of  Corporations  is  now  chairman  of  the  Federal  Trade  Commission. 
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"In  these  days/'  said  Judge  Buffington  in  the  Steel  case, 

every  large  business  has  its  societies  and  associations,  and  these  meet  peiiodicaDy 
to  exchange  information  of  all  kinds,  to  compare  experiences,  to  take  note  of 
improvements  in  machinery  or  process,  to  discuss  problems,  and  generally  to 
profit  by  the  interchange  of  ideas  and  the  study  of  observed  facts. 

While  so  many  activities  of  unquestioned  legality  are  available 
to  trade  organizations,  persistent  activity  in  directions  measurably 
affecting  prices  can  hardly  fail  to  invite  interference  from  the  anti- 
trust laws. 

Much  that  the  co5perationist  has  attempted  has  not  really  re- 
quired collective  action. 

Cost  accounting,  for  example,  is  essential  in  modem  business; 
and  standard  systems  of  cost  accounting,  adapted  to  the  needs  of 
particular  industries  are  always  legitimate  whether  proposed  by 
trade  associations  or  promulgated  by  individuals.  When  goods  are 
sold  in  competition  of  one  another,  however,  individual  costs  com- 
puted according  to  any  system  of  cost  accounting  are  essentially  a 
purely  individual  matter.  Cost  accounting  was  devised  to  prod 
individual  businesses  to  greater  economic  eflSciency  so  that  they 
might  more  successfully  compete  with  their  rivals.  Full  and  ade- 
quate scope  to  cost  accounting,  therefore,  is  given  when  it  is  confined 
to  this  fimction  alone.  When  competitors  exchange  figures  regard- 
ing each  other's  costs  for  the  purpose  or  with  the  hope  that  competi- 
tion may  be  temp)ered  to  the  highest  individual  costs,  this  fimction 
is  entirely  frustrated. 

How  clearly  this  is  understood  in  government  circles  was  shown 
by  the  chairman  of  the  Federal  Trade  Commission  while  he  was 
Commissioner  of  Corporations:  "If  the  laws  of  the  United  States," 
he  declared, 

forbid  direct  regulation  of  prices  by  competitors  among  themselves  as  agreements 
in  restraint  of  trade,  it  should  be  determined  whether  they  do  not  also  forbid  the 
regxdatum  of  prices  by  tndiredum,  through  concerted  action  of  competitors  in  adopting 
a  tmiform  system  of  cost  accounting,  in  exchanging  informoHon  in  regard  to  their 
costs,  and  through  recommendations  to  fix  prices  in  accordance  with  the  cost.  The 
adoption  of  common  standards  of  cost  and  the  exchange  of  information  in  regard- 
thereto  is  mainly  to  secure  a  similar  course  of  action  on  the  part  of  each  member. 
.  .  .  .  The  principle,  however,  of  such  a  determination  of  prices  throu^ 
costs  is  not  in  harmony  with  the  principle  of  competitive  prices.  It  is  evident, 
moreover,  that  the  plan  of  meeting  to  discuss  and  compare  costs  computed  on  this 
basis  involves  the  possibility  of  agreements  in  respect  to  adoption  of  prices  bassd  upon 
the  highest  costs  reported,  or  of  agreements  to  add  a  high,  uniform,  arbitrary  rate  of 
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profile  or  evtn  direct  agreemenlB  on  prices.  The  question  to  be  emphasised  here  is 
wheilier  competing  manufacturers  should  be  permitted  to  establish  and  maintain 
even  approximately  unifoim  prices  by  concerted  aotion  in  comparing  costs;  and 
whether  such  proceedings  are  free  from  the  dangers  and  objections  incident  to 

more  direct  methods  of  fixing  uniform  prices  among  competitors 

While  the  cost-educational  movement  has  various  aspects,  the  important  fact  to 
be  considered  is  that  the  method  €f  fixing  prices  through  codperaHve  study  of  costs 
is  nsi'  merely  susceptible  of  obuse  in  particular  cases,  hut  directly  militates  against 
independent  action  on  the  part  of  competitors. 

"One  of  the  fundamental  propositions  of  the  new  competi- 
tion/' asserts  the  cooperationist,  "is  that,  in  so  far  as  human  sagacity 
can  prevent,  no  man  afudl  be  permitted  to  sell  labor  or  material  below 
cost."  But  the  co5perationist  is  wrong.  What  the  new  competi- 
tion proposes  is  that,  in  so  far  as  himian  sagacity  can  prevent,  no 
man  shall  lack  individual  and  lawful  means  of  knowing  whether  or 
not  he  is  selling  labor  or  material  below  cost.  Between  these  two 
propositions  lies  all  the  difference  between  cooperation  and  the 
really  new  competition. 

How  utterly  the  co5i>erationi8t  has  missed  the  trend  of  the  really 
new  competition  appears  from  his  proposal  for  "segregation": 
"Under  segregation,"  he  explains, 

the  trust  or  large  corporation  remains  intact,  but  in  the  operation  of  its  different 
companies  or  branches  and  in  producing  and  selling  its  different  lines  of  products 
it  is  required  to  keep  its  accounts  and  make  its  reports  in  such  a  manner  that  each 
will  stand  by  itself  and  be  subject  to  easy  investigation  and  ready  compariscm. 

By  segregation  the  codperationist  proposes  to  compel  them  to 
make  more  money,  by  making  each  department  take  a  profit  as 
the  material  passes  through  department  after  department  to  the 
finished  product.  "  The  supposed  right  to  sell  anything  below  cost " 
— ^that  is,  except  at  a  fair  profit — explaiils  the  cooperationist, 
"cannot  be  made  to  turn  upon  whether  the  particular  article  is  or  is 
not  related  to  some  other  article  made  or  handled  by  the  same  man 
or  company." 

Necessarily,  segregation  is  corollary  to  the  whole  proposition 
of  cooperation.  Corollary  and  proposition  must  stand  or  fall  to- 
gether.   And  the  corollary  has  already  fallen. 

The  notion  that  integrated  industry  should  serve  the  community 
only  upon  terms  that  will  support  unintegrated  industry,  and 
that,  so  long  as  any  vestige  of  the  old  uneconomical  order  persists, 
the  community  shall  be  denied  the  savings  of  the  new  economical 
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order,  has  never  commended  itself  to  human  nature,  and  is  contra- 
dicted by  the  whole  trend  of  legal  and  popular  thought.  This  notion 
is  identical  with  an  unhappy  conception  of  the  Sherman  law  that 
once  obsessed  the  Department  of  Justice,  whence  the  cooperatiohist 
appears  to  have  borrowed  it  to  wear,  p)erchance,  as  a  badge  of 
safety.  Any  vitality  it  ever  may  have  had  was  sapped  by  the 
"rule  of  reason"  announced  by  the  Supreme  Court  in  the  Standard 
Oil  and  American  Tobacco  cases,  and  received  its  coup  de  grace 
when  the  Supreme  Court  sustained  the  combination  presented  in  the 
United  Shoe  Machinery  Company  and  held  that 

the  disintegration  aimed  at  by  the  statute  does  not  extend  to  reducing  all  manu- 
facture to  isolated  units  of  the  lowest  degree.  It  is  just  as  lawful  to  make  every 
part  of  a  steam  engine  and  to  put  the  machine  together,  as  it  would  be  for  one  to 
make  the  boilers,  and  another  to  make  the  wheels. 

Somewhat  less  epigrammatic,  perhaps,  but  far  more  impressive 
in  its  mass,  is  the  utter  rejection  of  this  notion  of  segregation  implied 
in  the  recent  decision  of  the  federal  district  court  upholding  the 
collossal  integration  of  the  United  States  Steel  Corporation. 

Since  1912,  indeed,  the  whole  trend  of  judicial  interpretation 
of  the  Sherman  law  and  of  legislative  additions  to  the  anti-trust 
laws  has  cut  under  the  foundation  of  cooperation.  Evils  for  which 
co5peration  claimed  to  be  the  sole  remedy  have  been  reached  and 
cured  by  the  despised  Sherman  law  or  by  the  supplementary  legis- 
lation adopted  in  1914.  All  the  difficulties,  for  example,  that  the 
codperationist  conjured  up  around  the  enforcement  of  the  rule  not 
to  undersell  a  rival  where  the  piu'pose  is  to  drive  him  out  of  business, 
have  many  times  been  surmounted  by  the  courts  in  the  enforcement 
of  the  Sherman  law.  The  suggestion  that  coo()erating  associations 
are  "absolutely  necessary  to  eliminate  those  'brutal'  features  of 
competition"  has  repeatedly  been  refuted  by  decisions  under  the 
Sherman  law.  So,  also,  with  '^  secret  rebates,  terms,  commissions, 
•  .  •  •  selling  to  one  man  on  better  terms  than  are  charged 
his  competitor  •  .  .  •  selling  in  one  locality  at  different  prices 
than  those  charged  in  another — all  other  things  being  equal:"  The 
coSperationist's  way  of  punishing  and  preventing  them  is  through 
the  "open  price  association."  "These  are  practical  propositions 
of  wide-reaching  importance,"  said  the  cooperationist,  "and  can  be 
worked  out  only  by  the  men  actually  concerned."  But  events  have 
not  fallen  out  as  the  cooperationist  proposed.    The  Clayton  law  of 
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1914,  forbidding  with  certain  reasonable  exceptions  every  dis- 
crimination in  price  "where  the  effect  of  such  discrimination  may  be 
to  substantially  lessen  competition  or  tend  to  create  a  monopoly," 
has  exactly  reached  the  evil  for  which  cooperation  professed  to  be 
the  only  remedy.* 

The  greatest  miscarriage  in  the  codperationist's  program, 
however,  has  been  the  Federal  Trade  Conmiission.  "Without 
associations,"  declares  the  codperationist, 

it  would  be  impossible  for  a  federal  commission  to  enforce  the  proposed  pro- 
visions which  are  general  in  character.  Only  the  parties  engaged  in  a  trade  or 
industiy  are  in  a  position  to  work  out  the  details,  and  formulate  the  rules  neces- 
sary to  compel  obedience. 

The  function  of  the  Federal  Trade  Commission  in  the  ooop- 
erationist's  program,  therefore,  was  simply  to  enforce  the  rules  of 
the  cooperating  associations.     The  cooperating  associations  were  to 

*  The  codperationist's  distorted  notion  of  the  Sherman  law  and  the  Clayton 
law  in  their  relation  to  unfair  competition  appears  in  his  effort  to  prove  that  the 
"broad  provisions  of  the  new  law  are  in  line  with  the  spirit  and  argument"  of 
his  own  proposals.  Inveighing  against  "the  'cut  throat'  spirit  of  the  Sherman 
law"  he  exclaims:  "The  spirit  of  the  Sherman  law  is  unrestricted  competition, 
and  that  means  unrestricted  discrimination,  the  bitterer  and  more  vicious  the 
better;  the  spirit  of  the  Clayton  Act  is,  treat  all  men  fairly,  do  nothing  to  injure 
your  competitor.  Under  the  Sherman  law  it  is  almost  a  presiunption  of  guilt  if 
your  prices  are  the  same  as  your  competitors;  under  the  Clayton  Act  it  is  almost 
a  presumption  of  guilt  if  they  are  not  the  same.  Under  the  Sherman  law  you  run 
the  risk  of  being  foimd  guilty  if,  before  making  your  own  prices  in  a  given  town, 
you  ask  the  local  dealer  what  his  prices  are,  and  charge  the  same.  Under  the 
Clayton  Act  you  run  the  risk  of  being  foimd  guilty  if  you  go  into  a  town  and  make 
prices  without  first  learning  what  the  local  dealer  asks,  for  the  Clayton  Act  sim- 
ply permits  you  to  meet  competition.  In  short,  the  Clayton  Act  makes  it  essen- 
tial for  a  man  to  act  very  cautiously  lest  he  injure  a  competitor  by  wittingly  or 
unwittingly  discriminating  in  prices.  As  for  deliberately  taking  an  order  below 
cost  to  get  business  away  from  a  competitor,  that  is  quite  without  the  pale  of  the 
Act."  In  view  of  the  Sherman  law  decisions  in  the  Standard  Oil,  the  American 
Tobacco,  the  Powder,  the  Turpentine,  the  Watch  Case,  the  Cash  RegiBter,  and  the 
Steamship  cases — ^not  to  mention  many  less  familiar  decisions  and  many 
cases  that  have  been  settled  by  consent  decrees — ^it  would  seem  hardly 
necessary  to  state  that  the  Sherman  law  effectively  punished  "cut  throat  compe- 
tition" long  before  co5peration  or  the  Cla3rton  law  were  ever  thought  of;  and 
that  any  business  man  who  adopts  the  codperationist's  interpretation  of  the  Clay- 
ton law  as  an  endorsement  of  co5peration  is  liable  to  incur  very  disagreeable 
penalties.  Far  from  repealing  the  Sherman  law  as  affecting  business  competition, 
the  Clayton  law  practically  paraphrases  and  confirms  it. 
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become  the  center  of  government  so  far  as  the  regulation  of  busi- 
ness was  concerned,  and  ''all  restrictions  upon  the  organization  of 
associations  and  combinations  to  control  occupations,  trades  and  in- 
diistries*'  were  to  be  completely  removed.  But  the  Federal  Trade 
Commission,  as  created  in  1914,  was  a  striking  contradiction  of  this 
program.  Instead  of  being  made  to  dance  attendance  upon  codp* 
eration,  or  required  to  "review  the  acts  of  the  association  .  .  .  . 
revise  and  fix  prices  and  conditions  of  purchase  and  sales,  award 
damages,  enforce  penalties/'  or  charged  with  the  duty  "to  see  that 
prices  are  maintained  precisely  as  agreed  ....  and  keep  them 
fair  and  stablCf**  the  Commission  has  been  planted  four-square  upon 
the  Sherman  law,  and  precluded  by  its  essential  powers  and  duties 
from  flaying  any  such  rdle  as  the  codperationist  had  assigned  to  it. 
Empowered  to  prevent  "imfair  methods  of  competition  in  com- 
merce,'' price  discriminations,  and  various  other  practices  tending 
to  substantially  lessen  competition,  the  Federal  Trade  Commission, 
without  the  assistance  or  need  of  any  of  the  paraphernalia  of  codp- 
eration,  now  secures  to  every  individual  association,  corporation, 
partnership,  firm,  and  every  man,  woman  and  child  in  the  whole 
United  States  every  legitimate  benefit  that  codperation  ever  pro- 
fessed to  secure  to  its  own  exclusive  membership. 

Individualism  rather  than  collectivism  is  the  genius  of  Ameri- 
can institutions.  That  is  why  the  Sherman  law,  with  its  staunch 
affirmance  of  the  individualistic  principle  and  its  suspicion  and 
hostility  towards  trusts,  combinations,  pools,  associations  and  every 
other  manifestation  of  the  coUectivistic  principle,  has  become  the 
eleventh  commandment  of  American  economic  and  political  life. 
That  is  why  codperation,  with  all  its  blandishments  and  enchant- 
ments, has  never  lured  and  never  can  lure  the  courts  or  any  consid- 
erable proportion  of  the  people  from  their  faith  in  the  contrary 
principle. 

Extraordinary  growth  and  big  size  are  the  common  ambitions  of 
mankind,  and  are  not  criminal.  Accretion  and  integration,  as  the 
Steel  case  and  Shoe  Machinery  case  have  shown,  are  strictly  true  to 
individualism,  and  therefore,  within  the  limits  determined  by  effi- 
ciency, are  held  to  be  legitimate.  Many  concerns,  now  members  of 
more  or  less  furtive  ''open  price  association",  could  probably  come 
together,  not  all  in  the  same  group,  perhaps,  but  in  several  groups, 
each  of  substantial  size,  in  closer  and  more  practical  and  more  per- 
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manent  combination  then  they  have  yet  dreamed  of,  and  yet  with 
entire  safety  from  the  anti-trust  laws.     To  such  concerns,  the  elab* 
orate    ritual  of  the  **open  price  association"  now  brings  only  ex- 
pense i?nthout  any  added  legal  safety,  and  attempts  in  a  clumsy, 
tentative  and  indirect  fashion,  to  do  what  can  really  be  accom- 
plished in  a  handier,  more  definite  and  more  direct  fashion,  with 
less  expense  and  really  greater  legal  safety.     Were  they  to  drop 
subterfuge,  and  combine  into  units  each  economically  and  compet- 
itively  effective,  and  neither  too  few  nor  too  large  to  prevent  sub- 
stantial   competition   between    such  units,   it  is  submitted  that 
everything  desirable  in  codperation  would  be  accomplished  without 
offending  against  the  letter  or  the  spirit  of  the  anti-trust  laws. 
Accretion  and  integration,  into  strong  effective,  economic  units  of 
concerns  now  too  weak  to  compete  effectively,  will  it  is  believed,. 
prove  more  adequate  than  the  association  idea  in  the  solution  of 
problems  that  codperation  has  vainly  tried  to  solve. 

Accretion  and  inte^ation,  making  for  eflSciency  rather  than  sup- 
pression of  competition,  derive  not  from  cooperation  bnt  from  in- 
dividualism. They  are  wholly  individualistic  developments.  They 
fulfill  the  highest  purpose  of  the  anti-trust  laws.  Cooperation  asks 
the  individual  to  transfer  his  reliance  from  himself  and  from  his 
government,  and  to  place  it  in  an  association  of  his  competitors. 
But  the  Sherman  law,  the  Federal  Trade  Commission,  and  the  Clay- 
ton law,  all  assert  the  individual's  reliance  in  himself  and  in  his 
government.  With  no  sacrifice  of  the  individualistic  principle, 
they  secure  to  him  everything  legitimate  that  cooperation  promises, 
and  help  him  work  out  his  economic  salvation  and  independence 
in  traditionieJ  American  fashion. 
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COMMISSION 

By  Alexander  W.  Sbiith, 
Counsellor  at  Law,  Atlanta,  Ga. 

The  obvious  cause  of  the  trust  problem  is  the  unlimited  power 
to  create  corporations  now  lodged  in  the  several  states  with  no 
adequate  power  vested  anywhere  to  control  them. 

In  the  dajrs  of  isolation,  trade  was  at  first  protected  from 
restraint  and  conmierce  from  monopoly,  by  prohibiting  the  primi- 
tive expedients  of  forestalling,  regrating  and  engrossing.  Experi- 
ence soon  demonstrated  that  such  prohibition  defeated  its  own 
object,  and  the  old  English  acts  were  repealed  (221  U.  S.  55).  But 
when  the  engrossing  of  "dead  victual"  grew  to  an  international 
trust  and  combination,  the  ancient  and  discarded  prohibitory 
measure  was  reenacted  and  crudely  enlarged,  in  the  form  of  the 
Sherman  Anti-trust  Act  of  1890.  After  some  twenty-five  years  of 
experimentation  under  it,  to  the  great  disturbance  of  business,  a  bill 
of  particulars  to  the  general  inhibitions  of  the  Sherman  Act  was 
supplied  under  the  title  of  the  Clayton  Act  of  October,  1914. 

During  these  twenty-five  years  of  antagonism  and  estrangement 
between  business  and  government,  the  means  of  intercommuni- 
cation were  augmented  by  the  telephone,  the  wireless  and  the 
aeroplane,  so  that  earth  and  sea  and  air  are  now  joined  together. 
Means  of  intercommunication  measure  the  limits  of  trade,  and  when 
they  become  world-wide,  conmierce  becomes  universal.    As  the 
legislation  on  the  subject  embraced  in  the  anti-trust  acts  was 
altogether  restrictive,  while  the  conditions  underlying  the  commerce 
it  sought  to  restrict  were  altogether  expansive,  it  is  not  to  be  won- 
dered at  that  things  have  been  "at  sixes  and  sevens"  and  the  bus- 
iness men  of  the  United  States  have  come  at  last  to  be  timid, 
irritated,  anxious,  and  alarmed  by  reason  of  long  combat  with  the 
deadliest  of  all  enemies  to  business — Uncertainty. 

The  act  of  September,  1914,  creating  the  Federal  Trade  Com- 
mission was  and  is  doubtless  considered  solely  an  adjunct  to  the 
anti-trust  acts.    But  it  is  more  than  a  mere  adjimct  to  the  anti- 

84 


Digitized  by 


Google 


Benefits  of  FedicbaIj  Trade  Commission  85 

trust  acts.  Let  us  see  if  a  close  inspection  of  the  machinery  which 
it  creates  will  not  develop  possibilities  of  its  use  to  correct  the  evils 
of  the  past,  and  transform  antagonism  into  harmony,  timidity  into 
courage,  alarm  into  security,  irritation  into  codperation,  and  uncer- 
tainty into  knowledge. 

This  machinery  is  in  process  of  finding  itself;  its  bearings  are 
b^i^  adjusted;  its  direction  is  being  fixed;  its  power  is  bemg  applied. 
If  it  may  be  so  installed  as  to  move  in  lines  parallel  with,  rather  than 
counts  to,  the  trend  of  business  development,  the  Federal  Trade 
Commission  will  prove  the  greatest  possible  boon  to  business. 

The  saving  salt  of  the  Trade  Commission  Act  is  the  limitation 
of  complaints  to  the  commission  itself  and  restricting  such  com- 
plaints to  matters  injuriously  affecting  the  public  interest.     What 
is  the  public  interest?     It  is  greater  and  wider,  and  deeper  and 
broader,  than  any  private  interest  or  group  of  private  interests.     It 
is  the  sum  total  of  all  business  and  all  government  and  all  politics. 
It  is  civilization  itself.    It  is  made  up  of  all  the  wonderful  achieve- 
ments of  reUgvon,  and  politics,  and  science,  and  art,  and  commerce, 
and  industry,  in  ttie  past,  and  anything  which  diminishes  these 
accumulations,  or  endangers  their  legitimate  increase  for  all  the 
future,  is  injurious  to  the  public  interest. 

Surely  when  gauged  by  this  standard,  the  petty  complaints, 
with  which  the  commission  will  at  first  be  bombarded  by  the  dis- 
gruntled or  disappointed  or  dishonest  tradesman  or  groups  of 
tradesmen,  will  be  given  short  consideration  and  certain  dismissal. 
Let  it  be  understood,  early  and  unmistakably,  that  the  commission 
audience  chamber  is  not  to  be  the  forum  for  airing  the  failures  of 
the  oiit-classed  or  out-of-date  business  man. 

Competition  in  trade  is  warfare.  In  all  civilized  warfare  there 
are  certain  rules  of  the  game;  but  the  great  trouble  is  the  absence  of 
an.  umpire  clothed  with  power  to  compel  observance  of  them;  and 
as  »  result  retaliation  is  the  only  recourse.  So  in  the  matter  of 
trade  warfare,  the  great  desideratum  is  to  vest  power  somewhere 
to  referee  the  contest.  The  Trade  Commission  Bill,  rightly  under- 
g^^Qod  and  conservatively  enforced,  will  supply  this  need.  Following 
uo  the  analogy  between  trade  competition  and  warfare,  it  may  be 
said  that  the  commission  is  well  within  the  charter  of  its  existence, 
^nd  the  capacity  of  its  personnel,iif  it  assumes  the  functions  of  a 
ireneral  staff  of  the  great  army  of  industry  in  this  country.    In  that 
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army-organization  the  Interstate  Commerce  Commission  and  the 
Federal  Reserve  Board  might  be  termed  bureaus  in  the  quartermas- 
ter's and  paymaster's  departments.  These  boards  should  belong 
to  the  general  staflf  along  with  the  Trade  Conmiission.  A  metro- 
politan daily  recently  said  that  eleven  men  constituting  the  majori- 
ties of  these  three  bodies  now  have  "nearly  absolute  power  over 
affairs  intimately  concerning  all  trade  on  a  national  scale/'  "  Inter- 
national scale"  might  well  be  substituted,  as  will  appear  later  on. 

The  general  staflf's  duties  toward  the  armies  under  it,  when  not 
confronting  the  enemy,  are  largely  disciplinary.  Questions  of  sani- 
tation and  subsistence,  of  efficiency  and  good  order,  of  equipment 
and  protection,  and  the  like,  may  well  require  and  receive  the  best 
thought  of  the  best  minds.  In  dealing  with  them,  however,  they 
should  be  approached  in  a  spirit  of  helpfulness  and  guidance,  not  of 
chastisement  for  errors  perhaps  unwittingly  committed,  followed  by 
inscrutable  silence  as  to  the  avoidance  of  similar  mistakes  thereafter. 

The  information  and  records  which  already  exist,  and  which 
will  be  augmented  by  the  investigations  and  reports  required  by 
the  act,  will  enable  the  commission  to  issue  "general  orders"  from 
time  to  time  which  will  make  it  easy  for  this  great  army  in  all  its 
divbions  to  adjust  itself  to  the  demands  of  the  law  for  an  open  field 
and  a  fair  fight,  and  the  prophylaxis  of  publicity  will  make  impos- 
sible any  dangerous  infection  of  the  commercial  body. 

But  the  charter  of  the  powers  of  this  commission  makes  it  far. 
more  than  an  adjunct  to  the  anti-trust  acts.  Indeed  it  may  be 
asserted  that  the  anti-trust  acts  are  but  adjuncts  to  the  Trade  Com- 
mission in  the  exercise  of  its  extraordinary  powers.  Having  pro- 
vided for  the  harmonious  and  efficient  operation  of  ou^  S]|^lendid 
industrial  army  at  home,  the  real  work  of  the  general  staff  begins 
when  the  mighty  energies  of  this  great  working  force  are  directed 
against  like  forces  in  foreign  lands.  The  act  empowers  the  Trade 
Commission 

to  investigate,  from  time  to  time,  trade  conditions  in  and  with  foreign  countries 
where  associations,  combinations,  or  praotioes  of  manufacturers,  merohants,  or 
traders,  or  other  conditions,  may  affect  the  foreign  trade  of  the  United  States, 
and  to  report  to  Congress  therein,  with  such  recommendations  as  it  deems 
advisable. 

To  resume  the  simile:  Let  the  general  staff  mass  its  brigades, 
and,  if  necessary,  its  army  corps,  to  attack  and  capture  the  fields 
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of  commerce  in  South  America,  in  China  and  elsewhere.  With  the 
wonderful  resources  of  this  great  country  fully  developed  and 
harmoniously  operated  under  the  beneficient  guidance  of  the  Trade 
Ck>nmiis8ion;  with  the  cooperation  of  the  Interstate  Commerce  Com- 
mission to  allow  differentials  wherever  necessary  to  promote  foreign 
trade;  with  the  aid  of  the  Federal  Reserve  ^Board  to  furnish  adequate 
banking  facilities — our  commercial  invasion  of  foreign  lands  may  be 
expected  to  demonstrate  anew  that,  indeed, 

"Peace  hath  her  victories  no  less  renowned  than  war." 
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THE   ORGANIZATION  AND   WORK   OF  THE  FEDERAL 
RESERVE  BOARD 

By  E.  M.  Patterson,  Ph.D. 
Wharton  School  of  Finance  and  Commerce,  University  of  Pennsylvania. 

Appreciation  of  the  importance  of  the  Federal  Reserve  Board 
is  largely  dependent  upon  an  understanding  of  the  conditions  that 
called  it  into  existence.  Many  of  these  facts  are  quite  familiar, 
but  a  brief  sunmiary  will  not  be  amiss. 

Banks  in  the  United  States  may  be  classified  in  many  ways, 
but  the  most  suggestive  in  this  connection  is  their  grouping  as 
national  banks,  state  banks,  trust  companies,  savings  banks  and 
private  banks.  On  June  30,  1914,  there  were  26,765  of  these 
different  kinds  of  institutions.  National  banks  which  receive  their 
charters  from  the  federal  government  numbered  7,525.  There 
were  14,512  state  banks,  1,564  trust  companies  and  2,100  mutual 
and  stock  savings  banks,  all  of  which  are  chartered  by  the  states 
or  are  organized  under  state  laws.  Finally  there  were  1,064  private 
banks  unincorporated  and  only  to  a  slight  degree  subject  to  any 
supervision. 

The  work  performed  by  these  institutions  is  of  many  different 
kinds  although  all  of  it  may  be  termed  financial.  National  banks 
exist  chiefly  to  do  commercial  banking,  t.e.,  to  accept  the  deposits 
of  business  men  and  to  make  loans  to  others  who  are  engaged  in 
strictly  commercial  lines.  Most  of  their  deposits  are  payable  on 
demand  and  accordingly  their  assets  should  be  very  liquid.  State 
banks  also  are  primarily  commercial  banks.  Savings  banks  are 
of  a  very  different  type.  Claims  against  them  not  being  payable  on 
demand,  their  assets  may  safely  be  invested  in  long  time  securities 
which  are  not  so  readily  liquidated  as  the  assets  of  commercial  banks, 
but  which  do  not  involve  any  considerable  element  of  risk.  Trust 
companies,  per  se,  perform  financial  business  as  trustees  for  others 
who  lack  the  ability  or  the  desire  to  act  for  themselves.  •  Private 
banks  may  and  do  perform  many  different  kinds  of  business  but 
in  the  United  States  they  have  largely  specialized  in  investment 
banking,  ue.,  the  purchase  and  sale  of  securities. 
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In  practice  these  broad  lines  of  distinctions  are  frequently 
ignored.     Savings  banks  are  quite  closely  restrained  by  the  laws 
under  which  they  operate  and  trust  funds  handled  by  trust  com- 
panies must  be  invested  in  accordance  with  carefully  worded  legal 
requirements.     On  the  other  hand,  both  national  and  state  banks, 
though  primarily  commercial,  are  also  interested  in  other  lines. 
Savings  accounts  are  held  by  many  of  them  and  a  considerable 
number  have  bond  departments  which  buy  government,  municipal 
and  ordinary  corporate  bonds  for  resale  to  the  public.    Private 
banks  frequently  do  many  different  kinds  of  business  under  a 
single  management  and  the  work  of  many  trust  companies  is  of  so 
varied  a  nature  that  they  have  often  been  referred  to  as  "financial 
department  stores." 

This  lack  of  differentiation  of  functions  is  a  serious  weakness 
and  has  frequently  been  a  contributing,  though  not  the  sole  cause, 
of  disaster.  In  addition  our  lack  of  an  elastic  circulating  medium, 
of  a  discount  market  and  of  a  suitable  fiscal  agent  for  the  federal 
government  have  been  a  combination  of  defects  that  seriously 
hampered  us  in  normal  times  and  in  periods  of  strain  have  resulted 
in  a  complete  collapse. 

Among  the  remedies  proposed  a  central  bank  was  most  often 
mentioned.  DiatruBt  oi  such  an  institution  was,  however,  very 
strong.  XJnreasomng  and  unreasonable  in  many  cases,  although 
more  carefully  considered  in  others,  opposition  to  it  was  intense 
enough  to  prevent  its  adoption.  The  Aldrich  Bill  was  doomed  to 
defeat  from  the  outset.  Consequently  in  1913  a  Democratic 
Congress  faced  an  awkward  problem.  The  country  was  ready 
for  banking  reform  but,  on  the  whole,  opposed  to  a  single  central 
institution.  Also  the  Democrats  were  influenced  by  their  Jack- 
sonian  traditions,  by  their  historical  opposition  to  concentration 
of  power  and  by  their  specific  declaration  against  the  Aldrich  plan 
in  their  Baltimore  platform  of  1912.  There  is  no  occasion  here 
to  argue  whether  these  considerations  or  others  bearing  more 
directly  on  the  merits  of  the  two  possible  methods  of  reform  had 
the  greater  influence  in  the  final  decision.  The  choice  was  for  a 
regional  system  rather  than  a  central  bank. 

Having  made  such  a  choice  the  creation  of  a  supervisory 
authority  was  of  course  a  necessity.  The  Bank  of  England  and  the 
other  central  institutions  of  Europe  have  their  boards  of  directors. 
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Our  new  syBtem,  however,  was  to  have  from  eight  to  twelve  banks, 
each  largely  independent  of  the  others.  Each  of  the  twelve  that 
were  finally  established  has  its  own  board  of  nine  directors  and  its 
own  executive  staff.  Its  problems  and  interests  are  largely  confin^ 
to  its  own  district.  Its  stock  is  owned  by  its  member  banks  and  it 
is  certain  to  be  influenced  to  a  considerable  degree  by  their  prefer- 
ences. Evidently  some  supervising  and  codrdinating  influence 
was  needed.  First  of  all  it  was  necessary  to  recognize  that  the 
community  has  come  to  view  the  business  of  banking  as  quasi- 
public  in  its  nature.  Bank  directors  and  officials  are  considered 
responsible  to  the  general  public  as  well  as  to  the  stockholders  for 
the  manner  in  which  they  conduct  their  business.  Interests  of 
depositors  who  are  the  bank's  creditors  are  as  important  as  those 
of  the  owners  of  the  stock.  The  power  exercised  by  a  bank  over 
the  welfare  of  a  conununity  is  often  enormous  and  the  disastrous 
effect  of  its  failure  is  so  serious  that  every  possible  precaution  should 
be  taken.  Banking  is  not  yet  viewed  in  the  United  States  as  a 
proper  field  for  government  ownership  and  probably  never  will  be, 
but  the  need  for  governmental  regulation  and  control  is  clear. 

Another  reason  for  the  creation  of  a  supervisory  body  lies 
in  our  failure  in  the  past  to  distinguish  carefully  between  different 
kinds  of  banking.  To  this  weakness  reference  was  made  at  the 
beginning  of  this  article.  The  Federal  Reserve  Act  applies  primarily 
to  commercial  banking  as  distinct  from  rural  credits,  investment 
banking  and  the  business  of  the  savings  banks  and  trust  companies. 
Here  and  there  in  the  law  exceptions  to  this  general  proposition 
may  be  found  but  they  are  for  the  most  part  concessions  to  a 
situation  that  can  be  remedied  only  a  little  at  a  time. 

Commercial  banks  should  have  liquid  assets  but  unfortunately 
our  national  and  state  banks  have  not  always  observed  this  rule. 
Advances  to  speculators  and  in  aid  of  permanent  investments 
are  in  the  one  case  unsafe  and  in  the  other  not  easily  repaid.  In 
neither  case  are  they  liquid.  Collateral  offered  as  security  is 
frequently  unsaleable  and  actual  purchases  of  stocks  or  bonds 
are  often  still  more  unsatisfactory.  Even  the  so-called  commercial 
paper  bought  in  large  quantities  through  note  brokers  has  often 
been  either  speculative  or  investment  in  its  nature  instead  of  truly 
"commercial,"  and  hence  self-liquidating  in  its  own  life-time.     . 
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The  Fedaral  Reserve  Act  set  up  new  standards  for  oommercial 
banking  but  such  standards  can  not  be  automatically  introduced. 
Some  directing  influence  was  needed  to  enforce  the  new  law,  and 
to  define  and  apply  its  principles.  A  sympathetic  appreciation  of 
the  existing  situation  with  a  clear  perception  of  the  goal  to  be 
attained  were  necessary.  For  this  purpose  a  central  authority 
was  essential. 

A  third  phase  of  the  problem  was  the  need  in  the  United 
States  of  more  codperation.  We  have  had  no  centralization  of 
responsibility  in  our  financial  operations.  Twelve  reserve  banks 
would  clearly  be  better  for  this  work  than  nearly  27,000  separate 
institutions  but  still  more  codrdination  of  effort  was  desirable. 
More  economical  collection  of  checks,  systematic  effort  to  develop 
financial  machinery  for  handling  our  foreign  trade  and  better 
control  over  the  imi>ortation  and  exportation  of  gold  are  illustrations 
of  this  third  problem. 

To  these  three  reasons  for  the  creation  of  the  Federal  Reserve 
Board  perhaps  others  could  be  added  but  they  are  sufficient  to 
make  clear  the  need  for  such  a  body.  To  most  if  not  all  readers 
of  this  article,  the  leading  facts  regarding  the  Board  are  well  known. 
It  has  seven  members,  of  whom  the  Secretary  of  the  Treasury  and 
the  Comptroller  of  the  Currency,  serve  ex  officio  while  the  other  five 
are  appointed  by  the  President  of  the  United  States.  Their  powers 
and  duties  are  numerous  but  may  be  divided  into  six  groups: 
First,  the  task  of  organizing  the  system  by  districting  the  country, 
establishing  the  reserve  banks,  and  prescribing  rules  and  regulations 
for  the  conduct  of  their  business;  second,  continuous  supervision 
of  rediscounting  operations  by  defining  eligible  paper,  approving 
of  rediscount  rates  and  in  other  ways;  third,  control  over  the 
retirement  of  national  banks  notes  as  provided  for  in  the  law  and 
over  the  issue  of  reserve  bank  bond-secured  notes  and  federal 
reserve  notes;  fourth,  general  supervisory  direction  of  the  twelve 
reserve  banks  through  the  appointment  of  one  third  of  the  directors 
and  in  other  ways;  fifth,  control  of  different  kinds  over  the  member 
banks;  sixth,  a  large  group  of  miscellaneous  powers  and  duties. 

Codperating  with  the  Board  are  several  influences  of  impor- 
tance. One  is  the  Federal  Advisory  Council  composed  of  one 
representative  of  each  reserve  bank,  selected  annually  by  its  board 
of  directors.    Its  powers  are   ''(1)  to   confer  directly  with  the 
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Federal  Reserve  Board  on  general  business  conditions;  (2)  to  make 
oral  or  written  representations  concerning  matters  within  the 
jurisdiction  of  said  board;  (3)  to  call  for  information  and  to  make 
recommendations  in  regard  to  discount  rates,  rediscount  business^ 
note  issues,  reserve  conditions  in  the  various  districts,  the  purchase 
and  sale  of  gold  or  securities  by  reserve  banks,  open-market  opera- 
tions by  said  banks,  and  the  general  affairs  of  the  reserve  banking 
system."  Thus  far  the  activities  of  the  Council  have  not  been  of 
the  sort  to  attract  general  notice,  the  most  interesting  to  the  public 
being  a  recent  reconmiendation  that  the  office  of  the  Comptroller 
of  the  Currency  be  abolished.  The  real  value  of  the  Council  as  an 
advisory  body  is  yet  to  be  demonstrated. 

Assistance  also  is  rendered  the  Federal  Reserve  Board  by  the 
officials  of  the  twelve  Federal  reserve  banks.  Three  of  the  nine 
members  of  each  board  of  directors  are  appointed  by  the  Reserve 
Board  and  hence  somewhat  directly  represent  that  body  and  the 
interests  of  the  general  public.  One  of  these  three  is  known  as 
the  federal  reserve  agent  and  acts  as  chairman  of  the  local  board 
of  directors.  To  him  especially  the  Reserve  Board  will  look  for 
advice  and  assistance  but  in  practice  there  has  apparently  been  and 
doubtless  will  continue  to  be  complete  harmony  between  that 
body  and  all  of  the  directors  and  officials  of  the  different  reserve 
banks. 

While  the  duties  of  the  Reserve  Board  are  onerous  and  their 
powers  broad  they  are  subject  to  several  important  re^raints. 
First  in  order  is  the  provision  in  the  law  that  they  may  be  removed 
from  office  for  cause  by  the  President  of  the  United  States.  Second 
and  more  important  is  the  general  publicity  surrounding  all  their 
work.  Members  of  the  Board  occupy  positions  of  importance  and 
influence.  Membership  is  an  honor  and  violation  of  public  con- 
fidence through  dishonesty  or  incompetence  would  be  a  disgrace. 
In  practice  there  is  so  little  opportunity  for  concealment  that  we 
may  expect  the  same  ability  and  integrity  that  we  assume  in  the 
Interstate  Commerce  Commission  and  the  Supreme  Court  of  the 
United  States. 

A  third  limitation  on  the  board  is  to  be  found  in  its  relations 
with  the  Treasury  Department.  In  the  Federal  Reserve  Act  is 
the  following  statement  explanatory  of  the  spheres  of  authority  of 
the  Secretary  of  the  Treasury  and  of  the  board: 
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Nothing  in  this  act  contained  shall  be  construed  as  taking  away  any  powers 
heretofore  vested  by  law  in  the  Secretary  of  the  Treasury  which  relates  to  the 
supervision,  management  and  control  of  the  Treasury  Department  and  bureaus 
under  such  department,  and  wherever  any  power  vested  by  this  act  in  the  Federal 
Reserve  Board  or  the  federal  reserve  agent  appears  to  conflict  with  the  powers 
of  the  Secretary  of  the  Treasury,  such  powers  shall  be  exercised  subject  to  the 
supervision  and  control  of  the  Secretary. 

This  statement  in  the  law  still  left  several  questions  undecided 
and  the  Attorney  General  of  the  United  States  was  asked  to  render 
an  "opinion  (a)  whether  accounts  of  moneys  derived  from  the 
semi-annual  assessment  to  be  levied  on  federal  reserve  banks  by 
the  Federal  Reserve  Board  are  subject  to  audit  by  one  of  the 
auditors  of  the  Treasury  Department,  and  (b)  as  to  the  status  of 
the  Federal  Reserve  Board,  particularly  with  reference  to  the 
Treasury  Department." 

In  reply  to  the  first  of  these  inquiries  the  Attorney  General 
gave  it  as  his  opinion  that  the  moneys  mentioned  are  "public 
moneys"  within  the  meaning  of  the  statutes  of  the  United  States 
and  consequently  subject  to  audit  by  one  of  the  auditors  of  the 
Treasury  Department. 

On  the  second  point  his  opinion  was  equally  definite.  Although 
the  Secretary  of  the  Treasury  is  chairman  of  the  board  he  is 
specifically  subjected  to  the  directions  of  the  board  except,  as 
recited  above,  where  there  is  opportunity  for  dispute  over  jurisdic- 
tion.   The  opinion  on  this  point  was  worded  thus: 

It  is  evident  that,  while  the  purpose  of  this  clause  was,  amongst  other  things, 
to  insure  the  preservation  and  supremacy  of  all  existing  powers  of  the  Secretary 
of  the  Treasury  in  all  cases  where  it  might  be  claimed  that  such  powers  over- 
lapped, or  conflicted  with  those  of  the  Federal  Reserve  Board,  nevertheless  by 
this  very  provision  the  act  clearly  recognized  the  existence  of  powers  of  the 
Board  independent  of  the  Secretary  in  cases  where  no  such  conflict  existed. 

This  ruling  is  merely  an  oflKcial  recognition  of  a  point  about 
which  there  could  in  any  case  have  been  very  little  doubt.  It 
makes  clear  that  the  status  of  the  board  is  one  independent  of  the 
Treasury  Department  but,  of  coiu^e,  does  not  modify  the  power 
of  the  Secretary  of  the  Treasury  on  points  where  his  duties  are 
specifically  defined  either  in  the  Federal  Reserve  Act  or  in  other 
statutes. 

These  powers  are  large  and  some  of  them  are  especially  impor- 
tant in  their  relation  to  the  work  of  the  Reserve  Board.     The 
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Secretary's  position  as  chairman  of  the  Board  and  his  supervision 
of  the  work  of  the  CJomptroller  of  the  Currency,  his  subordinate 
in  the  Treasury  Department,  who  is  also  a  member  of  the  Board, 
give  him  considerable  influence  over  at  least  one  vote  besides  his 
own.  His  power  to  determine,  within  limits,  the  use  of  certain 
receipts  in  the  form  of  franchise  taxes  imposed  on  the  reserve 
banks  and  to  use  his  discretion  regarding  the  distribution  of  the 
general  fund  of  the  Treasury  between  the  member  banks,  the 
reserve  banks  and  the  Treasury  itself  are  further  illustrations  of 
the  importance  of  his  position. 

Subject  then  to  the  limitations  named  the  Federal  Reserve 
Board  is  an  independent  body,  not  merely  supervisory  but  also 
distinctly  administrative  with  extensive  powers.  A  brief  survey 
of  its  form  of  organizaton  indicates  its  own  conception  of  its  func- 
tions. In  its  annual  report  for  the  year  1914  there  is  reported  as 
employed  by  the  Board,  45  persons  in  addition  to  a  counsel,  a 
secretary  and  an  assistant  secretary  with  a  total  pay  roll,  including 
salaries  of  the  members,  amounting  to  $147,900. 

The  work  was  organized  by  establishing  three  divisions,  the 
first  entitled  "Correspondence  Division,"  the  second  "Division 
of  Audit  and  Examination"  and  the  third  "Division  of  Reports 
and  Statistics."  The  duties  of  the  first  and  third  of  these  divisions 
are  clearly  indicated  by  their  names.  The  nature  of  the  work 
performed  by  the  second,  that  of  audit  and  examination  is  made 
more  evident  by  an  examination  of  its  six  functions  which  are: 
(1)  examination  and  audit  of  federal  reserve  banks  and  of  the 
books  and  accounts  of  federal  reserve  agents;  (2)  special  examina- 
tions of  member  banks  or  of  banks  applying  for  membership; 
(3)  special  investigations  as,  for  example,  of  applications  for  the 
establishment  of  domestic  or  foreign  branches  or  of  member  banks 
for  permission  to  exercise  trust  company  powers;  (4)  oversight  of 
the  development  of  a  system  of  credit  bureaus,  including  one  at 
each  of  the  federal  reserve  banks  and  a  central  bureau  at  Washing- 
ton; (6)  analysis  of  reports  and  statements,  a  work  in  which  this 
division  cooperates  with  the  Division  of  Reports  and  Statistics; 
and  (6)  audit  of  bills  incurred  by  the  Federal  Reserve  Board. 

The  problems  facing  the  board  at  the  time  of  its  organization 
were  numerous  and  perplexing.  Complex  and  serious  as  they 
would  have  been  imder  any  circumstances,  their  difficulty  was 
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immeasurably  increased  by  the  outbreak  of  the  European    War. 
Several  of  the  most  important  are  discussed  in  the  following  articles 
in  this  section  of  The  Annals.     The  work  and  duties  of  the  Board 
and  of  the  twelve  reserve  banks  as  also  those  of  the  many  member  ■ 
banks  are  so  interdependent  that   discussion  of  them  in    many 
instances  is  an  analysis  of  the  operation  of  the  entire  reserve  system. 
Yet  the  Reserve  Board  as  a  supervisory  and  administrative 
body  ranks  with  the  Interstate  Commerce  Commission  and  the 
more  recently  organized  Federal  Trade  Commission  in  its  impor- 
tance.    MatteriB  of  banking  detail  are  very  properly  left  to  the 
member  banks  and  the  twelve  reserve  banks  as  technical  details 
of   transportation   are  left  in  the  hands  of  the  railroads.     But 
formulation  of  banking   standards,    shaping  of  general  policies, 
application  of   well   recognized   banking  principles,   co5rdination 
of  efifort,  the  work  of  supervising  and  controlling  our  banking 
machinery  are  placed  in  the  hands  of  the  board. 

Most  important  of  all,  the  interests  of  the  general  public 
are  entrusted  to  the  board.  Immersed  in  his  daily  routine  and 
constantly  under  pressure  to  earn  dividends  that  will  satisfy 
stockholders,  bank  officials  may  easily  become  oblivious  to  the 
welfare  of  the  community.  Careless  lending  of  funds,  high  interest 
rates  and  heavy  charges  for  the  collection  of  checks  and  drafts 
place  a  burden  upon  the  public  from  which  it  can  and  should  be 
relieved  whenever  such  relief  is  possible. 

However  we  may  easily  fall  into  the  error  suggested  by  Mr. 
Seay  in  a  later  article.  Perhaps  the  emphasis  should  be  placed 
not  on  the  regulative  aspects  of  the  new  system,  but  on  the  fact 
that  under  it  we  shall  have  a  better  organization  of  the  banking 
resources  of  the  country.  In  so  far  as  regulation  may  be  needed 
we  certainly  should  welcome  it  but  the  second  result  is  fully  as 
important. 

In  concluding  this  outline  of  the  organization  and  functions 
of  the  Reserve- Board  we  can  do  no  better  than  to  repeat  in  a 
condensed  form  the  results  attained  during  the  first  year  of  the 
operation  of  the.  reserve  system  as  recently  stated  by  Mr.  H.  P. 
Willis,  the  Secretary  of  the  board. 

First — ^A  long  step  has  been  taken  toward  securing  the  stan- 
dardization of  commercial  paper  and  toward  making  the  assets  of 
member  banks  more  liquid. 
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Second — ^Through  the  careful  use  of  the  power  to  grant  trustee 
and  executor  powers  a  premium  has  been  placed  upon  sound 
banking. 

Third — Many  banks  in  need  of  assistance  have  been  directly 
aided  through  the  rediscount  policy. 

Fourth — There  jias  been  developed  the  beginning  of  a  sjrstem 
of  bankers'  acceptances. 

Fifth — An  improved  system  of  clearings  and  collections  has 
been  inaugurated. 

Sixth — In  general  there  has  been  a  tremendous  increase  in 
recognition  of  sound  principles  of  banking  and  credit. 


Digitized  by 


Google 


CREDIT  REFORMATION 

Bt  William  Ingle, 

Chairman  of  the  Board  and  Federal  Reserve  Agent,  Federal  Reserve  Bank, 

Richmond,  Va. 

In  the  presence  of  conditions  in  this  country  approximating 
the  normal,  money  or  currency  cares  for  just  about  four  per  cent 
of  the  average  daily  amount  of  its  business.  Credit,  in  open 
account  or  credit  instnunents  such  as  checks,  notes  and  bills  of 
exchange,  liquidates  the  remainder,  either  immediately  or  at  some 
future  date.  Seriously  disturb  this  usual  relation,  and  for  any 
reason  impose  upon  business  a  settlement  in  cash  of  10  per  cent 
of  its  volume,  and  we  have  panic,  whether  severe  or  mild  being 
dependent  upon  conditions  developed  from  the  use,  or  more  prop- 
erly the  abuse,  of  credit.  While  credits  in  one  form  or  another, 
aggregating  an  enormous  total,  are  granted  by  sellers  to  purchasers, 
the  banks  of  the  country  are,  shall  we  say,  the  impersonal  agencies 
which,  in  undertaking  the  responsibility  of  collecting  free  capital 
into  reservoirs,  loan  it  to  that  part  of  the  business  public  needing 
accommodation.  The  measure  of  ability  of  any  bank  to  extend 
credit,  generally  speaking,  is  the  net  liability  of  such  bank  to  its 
depositors.  Withdraw  depK>sits  in  any  material  degree  and  a  bank 
is  required  to  demand  payment  of  outstanding  loans  or  reinforce  its 
cash  by  borrowing.  In  normal  times  and  in  local  situations,  either 
remedy  is  usually  available,  but  when  times  are  out  of  joint,  as 
for  instance  when  over-expansion  of  credit  becomes  all  too  apparent 
and  is  evidenced  in  country-wide  conditions,  this  ability  either 
to  collect  maturing  obligations  or  to  borrow  in  order  to  meet 
deposit  withdrawals  is  seriously  abridged  or  altogether  lost.  As 
actual  cash  reserves  held  by  the  banks  hardly  average  more  than 
seven  per  cent  of  their  deposit  liability,  it  is  easily  seen  that  a 
relatively  small  demand  for  the  payment  of  deposits  in  actual 
lawful  money  must  so  deplete  their  resources  as  to  compel  suspen- 
sion of  payments,  something  which  has  occurred  several  times, 
making  it  imperative  to  resort  to  extra  legal  and  unsound  practices, 
tolerated  simply  as  a  matter  of  immediate  necessity.    The  under- 
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lying  cause  of  panic  has  been  the  knowledge,  gradually  appreciated, 
that  a  preponderant  or  disproportionate  share  of  outstanding 
credits  was  based,  not  upon  commodity  movements  to  be  liquidated 
in  trade  terms  from  the  sale  of  merchandise,  but  upon  investments 
in  land,  buildings,  machinery,  etc.,  upon  which  prompt  realization 
would  be  impossible,  or  in  speculative  stock  holdings  held  at 
inflated  values.  Symptoms  of  disorder  being  present,  trouble 
has  more  certainly  followed  for  the  reason  that  the  banking  machin- 
ery of  the  country  up  to  a  year  ago  provided  no  adequate  means 
either  of  preventing  serious  credit  abuses  or  of  intelligently  amelio- 
rating if  not  actually  preventing  the  consequences  of  such  abuse. 

The  country  has  owned  say  twenty-five  thousand  banks,  each 
an  independent  unit,  each  in  strong  competition  for  business  with 
the  others,  and  all  so  self-sufl5cient  and  jealous  of  their  own  "rights" 
that  in  the  absence  of  any  coordinative  authority,  only  in  the  actual 
presence  of  a  panic  could  they  be  persuaded  to  co6perate  and  make 
common  cause  against  a  common  danger.  Prompted  by  the 
instinct  of  self-preservation,  each  bank  in  endeavoring  to  force 
pa3rments  from  debtors,  either  unwilling  or  more  likely  imable 
to  meet  maturing  obligations,  at  the  same  time  would  decline  to 
make  new  loans  an(i,  in  reinforcing  its  cash  reserves,  exaggerate 
a  situation  already  difficult. 

Under  the  old  order,  by  far  the  greater  number  of  banks, 
in  placing  their  loans,  were  satisfied  in  feeling  that  their  advances 
were  based  upon  values  which  ultimately  could  be  realized.  The 
ability  to  collect  obligations  at  maturity  was  thought  to  be  a 
matter  of  secondary  moment.  Indeed,  the  due  date  of  a  piece 
of  paper  had  come  to  mean,  in  a  vast  number  of  cases,  only  a 
bookkeeping  memorandum  or  a  time  at  or  about  which  a  maker 
might  be  eicpected  to  call  with  the  idea  of  making  a  renewal  note 
and  paying  interest  or  discount.  It  was  only  the  exceptional 
bank  which  really  was  sufficient  imto  itself  in  holding  some  fair 
percentage  of  its  assets  in  position  permitting  liquidation  in  due 
course  and  without  distress  to  borrowers.  The  average  bank 
apparently  was  conducted  Upon  the  theory  that  it  was  absolved 
from  following  sound  banking  practice,  that  it  could  tie  up  its 
assets  in  long  time,  fixed  or  slow  investments,  and  that  it  always 
would  be  able  in  case  of  real  need,  to  find  some  correspondent  to 
extend  a  helping  hand.    Commonly  the  required  aid  has  been 
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forthcoming  and  in  its  granting  has  served  to  encourage  the  bad 
habits  responsible  for  this  need.  As  a  matter  of  fact,  it  many 
times  is  the  case  that  the  more  reckless  or  improvident  the  banker 
who,  by  the  grace  of  an  amiable  reserve  depositary,  is  able  to 
escape  the  natural  consequences  of  his  shortsightedness,  the  more 
certain  is  the  banker — after  it  is  all  over — that  he  really  is  a  great 
financier.  When,  however,  with  substantially  one  consent  all 
banks  need  help  at  the  same  time,  and  old  harbors  cannot  hold 
all  of  the  distressed  ships,  those  outside  the  anchorage  are  apt  to 
experience  rough  weather  if  not  disaster. 

For  many  years,  this  country  in  developing  its  business  of  all 
kinds  and,  imder  the  impetus  of  keen  and  oftentimes  unsafe  com- 
petition in  very  many  lines,  in  too  heavily  discounting  the  future, 
has  been  greatly  abusing  credit  rules  accepted  as  soimd  by  every 
other  commercial  nation.  It  is  true  that  in  owning  only  a  most 
incomplete  and  inefficient  code  of  banking  law,  which  provided 
no  means  of  serving  many  most  important  and  necessary  situations 
requiring  the  aid  of  the  money  lender,  the  commercial  banks  have 
been  called  upon  and  used  in  a  manner  never  contemplated  fifty 
years  ago.  In  consequence,  conditions  recognized  as  imsound 
have  become  so  fixed  as  to  make  very  difficult  the  task  of  reor- 
ganizing banking  on  lines  which,  while  having  safety  in  view,  will 
at  the  same  time  be  fair  to  interests  which  have  come  to  look 
upon  indulged  or  permitted  practices  as  vested  rights.  At  the 
larger  centers,  and,  generally  speaking,  in  certain  districts  of  the 
country  where  a  more  or  less  full  development  of  natural  resources 
has  permitted  specializing  in  banking,  we  find  established  side  by 
side  several  classes  of  financial  institutions,  each  differing  from 
the  others  oftentimes  in  undertaking  primarily  some  particular 
line  of  banking,  but,  and  miost  unfortunately,  each  quite  frequently, 
in  connection  with  its  own  specialty,  trespassing  upon  primary 
business  of  a  neighbor,  thus  inducing  destructive  competition. 
In  such  sections,  we  find  commercial  banks,  financial  banks,  mutual 
savings  banks,  stock  savings  banks,  so  called  finance  companies 
engaged  in  purchasing  book  accounts,  building  and  loan  associa- 
tions, both  mutual  and  stock  companies,  the  trust  company  proper 
and  the  trust  company  improper.  All  touch  each  other,  and, 
broadly  speaking,  are  in  such  close  competition  that  fimdamental 
credit  rules  admittedly  sound  are  trifled  with  if  not  altogether 
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disregarded.  The  result  has  been  that  not  only  is  over-trading 
by  sometime  sound  customers  greatly  encouraged,  but  credit 
is  otherwise  so  freely  extended  as  to  make  a  mockery  of  rules, 
which  each  bank  feels  should  be  the  guide  of  the  other  fellow. 

When  we  leave  the  relatively  highly  developed  sections, 
centers  of  large  population,  we  come  to  the  smaller  communities, 
then  to  the  rural  neighborhoods,  and  finally  to  the  sparsely  settled 
territory  where  the  employment  of  a  scant  capital  supply  means 
unusual  risk.  As  we  proceed,  we  note  that  while  all  of  the  smaller 
neighborhoods  offer  some  business  of  all  of  the  kinds  cared  for 
in  the  large  cities,  there  is  not  enough  of  any  single  line  to  permit 
specializing,  with  the  very  natural  and  proper  consequence  that 
three,  two,  and  finally  a  single  institution  will  undertake  to  care 
for  all  of  the  banking  needs  of  a  community.  It  most  unhappily 
also  is  true  that  forty-eight  states  have  as  many  different  codes 
of  laws  governing  banking  within  their  respective  jurisdictions, 
while  national  legislation,  in  attempting  to  standardize  certain 
banking  practices,  has  possibly  suggested,  if  not  induced,  the 
enactment  of  competitive,  if  not  hostile,  state  legislation. 

Into  such  a  mixed,  contradictory  and  dangerous  banking 
and  credit  situation  was  injected  in  December,  1913,  the  Federal 
Reserve  Act.  The  law,  in  recognizing  conditions  as  made  by 
practice  encouraged  or  permitted  under  older  statutes,  at  the  same 
time  mapped  out  a  program  which,  in  the  following,  gradually 
will  permit  banking  and  business  in  this  country  to  be  readjusted 
on  sound  lines  and  in  conformity  with  world  practice.  The  new 
law  emphasizes  the  difference  between  credits  extended  in  further- 
ing the  development  of  trade  and  commerce,  and  credit  to  be  used 
in  fixed,  non-liquid  situations  or  for  investment  or  speculative 
purposes,  and  in  providing  means  to  aid  in  the  production,  manu- 
facture and  distribution  of  commodities,  makes  readily  available 
for  credit  purposes,  negotiable  paper  based  upon  such  commodity 
transactions. 

Years  ago,  when  a  merchant  sold  a  bill  of  goods,  he  would 
receive  from  his  customer  either  a  note  or  acceptance  for  the  valiie 
of  the  invoice,  when  both  parties  to  the  transaction  would  expect 
the  account  to  be  closed  by  payment  of  the  obligation  at  its  stated 
matm-ity,  made  in  conformity  with  trade  practice.  Such  a  mer- 
chant when  needing  credit  would  offer  a  bank  his  customers' 
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obligatioiis  bearing  his  endorsement^  two-name  paper  reflecting  a 
bona  fide  sale  and  purchase.  As  the  result  of  competition,  which 
took  the  form  not  only  of  price  and  profit  cutting  but  of  settle- 
ment terms,  the  one  time  usual  note  or  acceptance  has  practically 
disappeared  from  many  lines  of  trade,  and  in  its  place  we  have 
on  one  side  of  the  ledger  "open  accounts  due  from  customers," 
while  among  liabilities  appear  "bills  payable,"  the  direct  and 
generally  unsupported  obligation  of  the  merchant.  Such  notes 
issued  against  the  general  assets  of  their  makers  are  what  is  known 
as  "single-name  paper."  If  one  could  be  sure  that  the  average 
merchant  would  be  proof  against  the  temptation  either  to  over- 
trade or  to  inflate  reported  value  of  assets,  a  single-name  note 
against  liquid  assets  such  as  good  book  accounts,  would  be  just 
as  good  and  as  readily  collectible  as  would  be  the  note  of  one  or 
more  debtors  endorsed  by  the  merchant.  Unfortunately,  how- 
ever, a  very  great  number  of  traders  do  not  limit  their  borrowings 
to  an  amoimt  fairly  related  to  the  total  of  quickly  realizable  in- 
ventory and  book  accounts  made  for  settlement  at  a  determined 
date.  A  great  many  people,  especially  manufacturers,  who  are 
required  to  make  relatively  heavy  investments  in  fixed  directions, 
as  for  instance,  in  real  estate  or  plant  account,  seem  to  feel  that 
if  their  notes  are  good  at  bottom,  that  is,  upon  liquidation  of 
their  business,  a  bank  liable  for  deposits  payable  on  demand  should 
be  fully  satisfied  in  making  them  advances  out  of  all  proportion 
to  quick  assets.  Again,  a  naan  in  business  will  oftentimes  invest 
in  land  or  securities  so  closely  as  so  to  "skin"  his  bank  account 
as  to  make  him  a  chronic  borrower.  This  means  that  a  bank  in 
holding  his  unliquid  note,  is,  in  continuously  furniihing  capital, 
practically  his  partner  in  business.  Once  more,  it  has  come  to  be 
the  habit  that  three  or  four  men  will  incorporate  for  a  nominal 
paid  in  capital  and  then  expect  to  conduct  a  large  business  on 
borrowed  money  for  which  is  given  the  note  of  the  small  corporation 
with  the  surety  endorsements  of  its  owners. 

None  of  these  severally  described  notes  should  be  accepted  by 
a  bank  having  proper  respect  for  its  own  obligation  to  depositors, 
and,  most  properly,  none  of  such  sort  of  paper  is  eligible  for  dis- 
count by  a  federal  reserve  bank,  which  as  a  matter  of  prime  neces- 
sity must  keep  its  assets  in  liquid  position.  With  the  development 
of  the  system,  the  average  bank,  in  appreciating  that  its  non-liquid 
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loans  are  not  available  when  it  needs  help,  will  surely  sharply 
discriminate  against  such  loans  to  the  good*  both  of  the  banks 
and  the  borrowers  of  the  classes  indicated. 

Many  merchants  enjoying  good  credit  on  their  single-name 
paper  are  averse  to  returning  to  old  time  practices,  as  under  exist- 
ing conditions  such  merchants  really  are  doing  a  banking  business 
on  quite  a  generous  scale.  They  are  able  to  borrow  on  close 
terms,  when  they  extend  open  credit  to  their  customers  on  terms 
which  many  times  yield  not  only  two  to  four  per  cent  profit  on 
the  credit  itself,  but  higher  prices  for  goods  than  otherwise  would 
be  paid.  Not  only  is  the  banker's  field  thus  usurped,  but  the 
customer  is  trained  to  postpone  pay  day.  The  chief  insecurity  to 
creditors  in  "open  accoimts"  arises  from  the  fact  that  the  caption 
may  mean  much  or  little  of  value,  dependent  upon  the  reliability 
of  a  merchant  or  the  adroitness  of  a  bookkeeper.  Such  a  heading 
may  include  long  overdue  or  worthless  accoimts,  or  the  drawings 
of  partners  in  actual  reduction  of  their  reported  responsibility. 
A  fruitful  and  increasing  source  of  danger  to  a  creditor  relying 
upon  quick  assets  arises  from  the  sale  or  pledge  of  specific  assets. 
Any  practice  which  will  result  in  preventing  the  sale  or  pledge 
of  reported  assets,  with  any  continuing  liability  to  the  seller, 
should  be  welcomed  not  only  by  the  banks  but  by  the  safe  and 
sound  business  public.  In  a  desire  to  induce  if  not  compel  a 
return  to  the  habits  of  a  time  when  each  sale  of  merchandise  was 
reflected  in  the  instrument  used  in  settlement,  the  reserve  banks, 
imder  the  guidance  of  the  Reserve  Board,  have  established  preferen- 
tial rates  for  ''trade  acceptances."  Just  as  soon  as  the  business 
public  as  a  class  appreciates  the  significance  of  this  action,  it  will 
not  only  set  about  obtaining  such  acceptances,  but,  when  using 
them  at  bank,  will  expect  such  papers  to  be  accorded  a  favored 
rate.  Under  the  law,  rates  have  been  equalized  and  stabilized 
to  all  the  banks  of  the  coimtry,  and  just  as  soon  as  the  public 
realizes  what  has  happened,  it  also  will  enjoy  the  same  benefits. 

The  law  draws  sharp  distinctions  between  the  classes  of  paper 
which  may  or  may  not  be  accepted  by  reserve  banks.  Within 
the  limits  set  by  law,  the  Reserve  Board  is  required  to  formulate 
definitions  and  regulations  for  the  guidance  of  the  banks.  This 
task  has  been  anything  but  a  simple  one,  and  in  consequence,  in 
defining  the  several  classes  of  paper  eligible  for  rediscount,  it  was 
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necessary  not  only  to  have  in  mind  an  ideal  impossible  of  attain- 
ment at  the  moment,  but  conditions  known  to  exist.  Practically 
every  adult  male,  engaged  in  business  of  any  kind  and  called  upon 
to  describe  a  piece  of  commercial  paper,  would  at  once  say  that 
it  TTould  be  an  instrument  given  by  a  purchaser  of  merchandise 
to  a  vendor,  and  that  when  negotiated  it  would  be  upon  the  re- 
sponsibility of  the  two  parties  primarily  concerned  in  the  trans- 
action. It  would  just  as  clearly  be  understood  that  a  "single- 
name"  note  was  not  conunercial  paper. 

As  in  practice  the  banks  handle  a  great  volume  of  single- 
name  notes  and  only  an  insignificant  quantity  of  real  commercial 
paper,  a  deSnition  under  which  the  reserve  banks  would  be  re- 
stricted to  the  acceptance  only  of  commercial  paper  proper  would 
not  have  permitted  the  reserve  banks  to  be  of  any  service  what- 
ever to  the  country.  In  this  as  in  many  other  respects,  the  Reserve 
Board,  in  recognizing  conditions  as  they  have  existed,  most  cer- 
tainly has  m  mind  the  purpose  to  raise  the  standard  of  eligibility 
just  as  soon  as  the  leaven  of  education  has  time  to  do  its  work. 

The  aim  of  the  reserve  banks  is  to  accept  only  paper  made 
for  payment  by  its  makers,  and  where  a  maturity  will  mean  a 
date  of  liquidation  and  not  merely  a  convenient  time  for  dropping 
in  for  the  purpose  of  paying  interest  and  leaving  a  renewal.    Paper 
held  by  the  reserve  banks  is  to  be  part  of  the  security  upon  which 
the  currency  of  the  country  is  to  rest,  and  obviously  it  is  essential 
that  this  security  be  sound  and  real.     To  insure  such  qualities, 
the  reserve  banks  must  have  satisfactory  evidence  of  the  ability 
of  makers  to  fulfill  their  engagements,  and  in  this  connection  it 
is  required  that  borrowers'  statements  be  furnished  for  analysis 
and  independent  investigation.     It  is  surprising  to  learn  of  the 
number  of  banks  in  the  country,  especially  many  of  those  in  the 
smaller  or  rural  communities,  which,  in  never  having  demanded 
statements  from  borrowers,  loan  them  money  on  blind  faith  in 
their   assumed    knowledge   of   a    customer's   affairs.    Under  the 
necessity  of  furnishing  such  statements  to  a  reserve  bank,  a  great 
many  member  institutions  have  been  obtaining  them  from  cus- 
tomers, and  strange  to  say,  without  meeting  the  trouble  anticipated, 
when  in  very  many  instances  the  member  bank  in  turn  is  surprised, 
sometimes  pleasantly  but  often  the  reverse,  until  many  banks  have 
expressed  appreciation  of  this  particular  result  of  the  development 
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of  the  law.  Any  single  reserve  bank  in  holding  such  statements 
has  the  means  of  learning  where  and  when  credit  is  being  abused, 
and  will  be  able  efficiently  to  correct  such  abuses,  to  the  very 
material  help  of  members,  each  of  whom  many  times  feels  that 
some  particular  customer  is  doing  all  of  his  boi  rowing  at  home. 
Eventually,  and  particularly  in  connection  with  accounts  of  large 
borrowers,  this  credit  information  will  be  tabulated  and  assembled 
at  some  common  center,  there  to  serve  all  the  reserve  institutions 
and  through  them  the  member  banks.  Then  will  be  the  time  in 
which,  as  not  before  in  this  coimtrj  for  many  years,  the  obligations 
of  the  borrower  made  to  be  paid  will  bear  some  proper  relation  to 
the  really  available  resources  of  such  borrower.  Then  also,  business 
men,  in  being  denied  the  privilege  to  overtrade  for  the  reason  that 
their  paper  will  not  be  eligible  for  discount,  will,  in  relying  more 
upon  their  own  resources,  including  proper  credit,  be  less  exposed 
to  temptation  to  take  undue  risks  to  the  hazard  not  only  of  them- 
selves but  of  the  banks. 
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COMMERCIAL  PAPER  AND    THE    FEDERAL   RESERVE 

BOARD 

By  Eugene  E.  Agger, 
Columbia  University,  New  York  City. 

In  the  reform  of  our  banking  system  provided  in  the  Federal 
Reserve  Act  it  was  recognized  that  an  achievement  greatly  to  be 
desired  was  the  establishment  of  an  open  discount  market.  For  the 
domestic  situation  such  a  market  was  regarded  as  essential  to  the 
free  flow  of  banking  credits  from  section  to  section.  Internationally 
an  open  market  to  which  the  foreign  banker  might  be  attracted 
was  looked  upon  as  a  means  of  helping  to  safeguard  the  national 
reserves.  Fmiihermore  there  was  imquestionably  a  general  feeUng 
that  to  an  excessive  degree  our  banking  resources  had  been  directed 
toward  investment  and  speculation  rather  than  toward  commercial 
ends,  and  it  was  believed  to  be  desirable  to  correct,  if  possible,  any 
excessive  tendency  of  this  kind.  Hence,  while  the  Federal  Reserve 
Act  attempts  to  provide  for  the  kind  of  conmiercial  paper  that 
would  meet  the  needs  of  a  good  discount  market,  it  essays  at  the 
same  time  to  exclude  from  such  market  the  kind  of  paper  that  is 
held  to  be  undesirable. 

Section  13  of  the  act  provides  for  the  rediscount  at  the  Federal 
reserve  banks,  upon  the  endorsement  of  any  of  its  member  banks,  of 
''notes,  drafts  and  bills  of  exchange  arising  out  of  actual  commercial 
transactions,"  but  it  is  left  for  the  Federal  Reserve  Board  to  deter- 
mine the  character  of  the  paper  thus  available  for  discoimt.  There 
is  express  provision,  however,  for  the  acceptance  for  discount  of 
paper  based  on  "staple  agricultural  products  or  other  goods,  wares 
or  merchandise,''  and  there  is  similarly  an  express  rejection  of 
bUls  **  covering  merely  investments  or  issued  or  drawn  for  the  pur- 
pose of  carrying  or  trading  in  stocks,  bonds,"  etc.,  except  securities 
issued  by  the  government  of  the  United  States.  The  maturity  of 
bUls  acceptable  for  discount  is  also  limited  to  ninety  days  although 
special  provision  is  made  for  six  months'  agricultural  and  live 
stock  paper.  Furthermore,  specific  provision  is  made  for  the 
development  of  acceptances  in  the  field  of  exports  and  imports, 
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although  even  in  that  field  limits  are  imposed  on  the  amoimts  that 
a  member  bank  may  accept  for  individuals,  firms,  etc.  and  that  it 
may  accept  tn  toto,  while  limits  are  similarly  imposed  on  the  reserve 
banks  themselves  in  their  dealings  with  member  banks.  The  orig- 
inal acceptances  by  member  banks  may  be  of  a  maturity  up  to 
six  months,  but  the  rediscounts  at  the  reserve  banks  are  limited  to 
three  months'  matiuity.  Finally,  in  section  14  the  act  provides 
that  "any  federal  reserve  bank  may  under  rules  and  regulations 
prescribed  by  the  Federal  Reserve  Board  "  purchase  and  sell  in  the 
open  market  from  or  to  anybody  ''cable  transfers  and  bankers' 
acceptances  and  bills  of  exchange"  of  the  kinds  and  maturities 
made  eligible  for  rediscount  "with  or  without  the  indorsement  of  a 
member  bank." 

In  other  words,  as  a  basis  of  the  projected  discount  market,  the 
act  provides  for  three  kinds  of  paper  as  follows:  (a)  Commercial 
paper,  namely  "notes,  drafts  and  bills  of  exchange  arising  out  of 
actual  commercial  transactions,"  that  is  paper  "issued  or  drawn  for 
agricultural,  industrial  or  commercial  purposes,  or  the  proceeds  of 
which  have  been  used  or  are  to  be  used  for  such  purposes";  (b) 
commodity  paper,  namely  paper  secured  by  "staple  agricultural 
products  or  other  goods,  wares  or  merchandise";  and,  lastly  (c) 
acceptances  growing  out  of  exports  and  of  imports.  But  while  the 
act  itself  imposes  certain  requirements  on  the  paper  eligible  for 
rediscoimt  at,  or  for  purchase  by,  the  federal  reserve  banks,  it  im- 
poses on  the  Federal  Reserve  Board  the  responsibility  of  determining 
in  detail  the  character  of  such  paper. 

In  view  of  the  peculiar  development  of  American  credit  methods 
in  the  past,  there  arose,  after  the  passage  of  the  Federal  Reserve 
Act,  the  liveliest  discussion  as  to  the  manner  in  which  the  Reserve 
Board  should  exercise  the  responsibility  thus  entrusted  to  it.  Owing 
to  the  specific  provisions  of  the  act  there  was  no  serious  difference  of 
opinion  about  commodity  paper  and  about  acceptances  growing 
out  of  exports  and  imports.  But  with  respect  to  the  "notes, 
drafts,  and  bills  of  exchange  arising  out  of  actual  commercial 
transactions"  the  discussion  waxed  warm.  The  issue  was  drawn 
between  what  is  known  as  "single-name  paper"  and  what  on  the 
other  hand  is  known  as  "double-name  paper."  There  is  no  occa- 
sion in  this  place  for  referring  to  the  sundry  interesting  represen- 
tations made  by  both  sides.    Suffice  it  to  say  that  the  question 
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involved  first,  the  desirabUity  of  including  single-name  paper  at 
all,  and  second,  assuming  a  definition  of  character  broad  eno\if^\i 
to  include  it,  the  further  question  as  to  whether  for  diacount  put- 
poses  there  should  not  be  a  discrimination  against  single-name  paper 
in  favor  of  double-name  paper.  In  view  of  the  widespread  depend- 
ence upon  single-name  paper  in  the  United  States,  however,  there 
was  also  much  difference  of  opinion  as  to  whether  the  two-name 
system  could  be  successfully  propagated  here. 

In  the  administration  of  the  Reserve  Act  this  question  of  com- 
mercial paper  was  one  of  the  first  that  the  Reserve  Board  had  to 
face,  and  it  is  the  purpose  of  this  paper  to  set  forth  what  has  been 
done  by  the  Board  in  this  connection. 

In  its  early  deliberations  the  board  was  aided  by  a  careful 
report  prepared  by  a  conmiittee  of  banking  experts,  headed  by  Dr. 
H.  Parker  Willis,  who  subsequently  became  the  Secretary  of  the 
Board.  This  committee  had  been  selected  by  the  Reserve  Bank 
Organization  Committee  to  study  the  whole  question  of  the  or- 
ganization of  the  reserve  banks.  It  made  a  scholarly  report  cover- 
ing every  import^t  question  of  technique  and  principle,  and,  while 
its  report  was  at  first  confidential,  the  Reserve  Board  reproduced 
in  its  own  First  Annual  Report  much  of  the  material  presented  in 
the  confidential  report  of  the  conmiittee.  Attention  here  is  directed 
toward  what  the  committee  had  to  say  concerning  commercial 
paper.i 

After  setting  forth  clearly  the  essentials  of  the  question  the  com- 
mittee came  to  the  conclusion  that  it  was  clearly  the  intention  of 
Congress  to  include  in  the  paper  eligible  for  rediscount  single-name 
paper  having  the  prescribed  qualifications.  It  based  its  con- 
clusion on  the  fact  that  the  act  specifically  mentioned  not  only  the 
instrunaents  the  proceeds  of  which  had  been  used  for  agricultiu'al, 
industrial  and  commercial  transactions,  but  also  those  which  were 
io  be  used  for  such  purposes.  A  two-name  bill  assumes  a  transac- 
tion completed;  hence  a  contemplated  transaction  could  hardly 
give  rise  in  advance  to  a  two-name  bill.  But  the  committee  pointed 
out  that  while  single-name  paper  was  to  be  included  there  must  be 
no  doubt  about  the  use  of  the  proceeds  for  strictly  commercial 
purposes. 

The  committee  then  discussed  the  means  that  might  be  em- 
*  Page  119  «<«tfg. 
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ployed  for  preventing  the  use  of  the  proceeds  of  rediscounted  paper 
for  the  forbidden  purposes  of  obtaining  current  capital  and  of 
financing  speculation.  It  pointed  out  that  in  practice  it  would 
be  impossible  as  well  as  unnecessary  to  insure  the  use  in  the  permitted 
directions  of  the  particular  sum  advanced  by  the  banks  on  redis- 
counted  paper  as  long  as  there  was  the  assmrance  that  "an  equal 
sum  drawn  from  the  liquid  resources  of  the  concern  receiving  the 
advance  is  so  applied.''  In  other  words,  according  to  the  commit- 
tee, it  is  a  question  simply  as  to  whether  the  person  or  firm  getting 
the  advance  "is  engaged  in  actual  business  of  the  kind  referred  to 
and  is  in  liquid  condition."  *  That  the  committee  favored,  however, 
as  full  a  restriction  of  single-name  paper  as  possible  is  indicated  in 
the  statement  that  "wherever  possible  the  proportion  of  single- 
name  paper  allowed  to  figure  in  the  rediscounts  of  a  federal  reserve 
bank  should  be  confined  to  the  lowest  basis  consistent  with  the 
welfare  and  convenience  of  the  business  commimity." 

The  committee  also  suggested  several  means  of  accelerating 
the  development  of  two-name  paper  and,  at  the  same  time,  of 
restricting  single-name  paper.  It  l6oked  with  favor  on  a  "differ- 
ential rate"  slightly  in  favor  of  double-name  paper.  It  suggested 
the  possibility  of  "restricting  the  total  amount  of  single-name 
paper  admitted  to  rediscount  to  a  given  percentage  of  the  gross 
rediscounts  of  the  reserve  bank  in  question."*  Along  this  same 
line  the  committee  deemed  worthy  of  mention  also  that  note 
brokers  might  be  required  under  certain  conditions  personally  to 
indorse  the  single-name  paper  which  they  offer  for  sale  to  the  banks 
of  the  reserve  system. 

At  the  conclusion  of  its  discussion  of  this  subject  the  com- 
mittee summed  up  its  recommendations  and  enumerated  the  points 
that  it  considered  essential  in  determining  the  practice  of  the 
reserve  banks.  Single-name  paper  must  of  course  be  considered 
eligible,  but  the  committee  stated  that  owing  to  the  possibility  of 
using  single-name  paper  for  purposes  of  speculation  the  responsi- 
bility must  devolve  upon  the  member  banks  to  see  to  it  that  funds 
originally  derived  from  the  sale  of  single-name  paper  are  properly 
applied.  Furthermore  the  committee  believed  that  the  drawer  of 
single-name  paper  should  secure  his  financial  responsibility  by  a 

*  First  Annual  Report  of  the  Federal  Reserve  Boards  p.  253. 
»Z^.ci<.  p.  163. 
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proper  statement  and  that,  when  presented  for  rediscount,  his 
paper  should  have  in  addition  to  the  member  bank's  indorsement  a 
statement  signed  by  an  officer  of  the  bank  that  to  his  "best  knowl- 
edge and  belief"  the  proceeds  of  the  paper  had  been  or  were  to  be 
used  for  business  of  a  strictly  current  nature  and  not  for  what  might 
be  construed  as  merely  an  investment. 

As  to  two-name  paper  the  conmiittee  believed  that  by  a  cus- 
tomary credit  statement  the  responsibility  of  either  maker  or  en- 
dorser should  be  reasonably  assured  by  the  member  bank  presenting 
the  paper  for  discount,  and,  further,  that  in  the  original  discount 
the  practice  ought  to  be  to  require  that  at  least  one  of  the  parties 
involved  file  a  statement  with  the  member  bank.  Lastly  the  com- 
mittee recommended  separate  schedules  and  statements  for  the 
two  kinds  of  paper. 

The  action  taken  by  the  Reserve  Board  itself  in  connection 
with  the  paper  eligible  for  rediscount  and  with  that  eligible  for  the 
open  market  operations  of  the  -reserve  banks,  is  to  be  found  in  a 
series  of  circulars  and  regulations  issued  by  the  board  from  time 
to  time,  as  circumstances  seemed  to  demand.  In  connection  with 
the  promulgation  of  its  regulations  the  board  has  adopted  the  happy 
practice  of  issuing  at  the  same  time  an  explanatory  circular.  Hence 
taking  the  circulars  and  the  regulations  together  it  is  possible  to  see 
very  clearly  what  the  general  attitude  of  the  board  really  is  on  the 
subjects  dealt  with  in  the  circular. 

Two  sets  of  circulars  and  regulations,  dealing  with  the  subject 
of  commercial  paper  in  general  have  been  issued.*  A  careful  com- 
parison of  these  will  disclose  the  fact  that  while  accepting  single- 
name  paper  as  eligible  for  rediscount,  the  board  originally  proposed 
a  drastic  system  of  control  which  was,  however,  considerably  modi- 
fied later  on. 

In  the  first  circular  the  board  stated  that  it  wished  to  make 
both  kinds  of  paper  available,  but  it  emphasized  the  principle  that 
paper  representing  permanent  investments  must  be  excluded. 
Paper,  the  board  ,  said,  should  be  essentially  self -liquidating,  and 
bills  would  meet  this  requirement,  when  they  represented  "in 
every  case  some  distinct  step  or  stage  in  the  productive  or  dis- 
tributive process — the  progression  of  goods  from  producer  to  con- 

«  Circular  No.  13  of  1914  and  No.  3  of  1915;  Regulatioiis  2  ^d  4  of  1914  imd 
3  0/1915. 
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Burners/'  In  the  second  circular,  which  accompanied  the  modified 
and  more  liberal  regulations  superseding  those  originally  issued,  the 
board  stated  that  it  had  "not  modified  its  views  upon  the  general 
principles"  which  in  the  earlier  circular  and  regulations  had  been 
"expressed  as  being  of  fundamental  importance  in  the  best  devel- 
opment of  the  new  system."  In  other  words,  the  Reserve  Board 
apparently  desired  it  to  be  understood  that  while  it  was  willing  to 
meet  th6  exigencies  of  the  actual  situation,  it  stood  its  ground  on  the 
question  of  principle. 

In  the  first  regulation  (No.  2  of  1914),  dealing  with  the  question 
of  eligibility,  the  board  points  out  that  the  Reserve  Act  forbids  the 
acceptance  for  rediscount  by  the  reserve  banks  of  notes,  drafts  and 
bills  of  exchange  covering  "merely  investments."  But  as  any  f imds 
employed  in  agriculture  industry  and  commerce  are  quasi-invest- 
ments,  the  Board  held  that  the  significance  of  the  prohibition  was 
to  be  sought  in  the  word  "merely."  From  this  point  of  view  those 
bills  are  ineligible  whose  proceeds  have  been  or  are  to  be  used  in 
permanent  or  fixed  forms  of  any  kind.  This  applies  also  to  paper 
arising  from  the  purchase  of  commodities,  agricultural  or  otherwise, 
when  such  purchase  is  merely  speculative  and  is  "not  connected 
with  an  ultimate  process  of  manufacturing  or  distribution." 

In  the  superseding  regulation  the  board  took  the  same  posi- 
tion. Only  such  bills  were  considered  eligible  whose  proceeds  ha^ 
been  used  or  were  to  be  used  "in  producing,  purchasing,  carrying  or 
marketing  goods  in  one  or  more  of  the  steps  of  the  process  of  pro- 
duction, manufacture  and  distribution."  But  in  this  connection 
the  board  made  a  concession.  The  new  regulation  provided  that 
"it  may  be  considered  a  sufficient  evidence  of  compliance  .... 
if  the  borrower  shows  by  statement  or  otherwise  that  he  has  a 
reasonable  excess  of  quick  assets  over  his  current  liabilities  on  open 
accounts,  short-term  notes  or  otherwise."  In  other  words  it  was 
not  necessary  that  the  specific  fimds  received  from  the  discount  of 
particular  paper  be  used  for  the  required  purposes  if  such  funds 
were  offset  by  adequately  liquid  investments  of  the  kind  men- 
tioned. This,  it  will  be  recalled,  is  in  accordance  with  the  rec- 
ommendation made  by  the  conunittee  to  whose  report  to  the 
Organization  Committee  reference  has  already  been  made. 

More  significant  changes  were  made  by  the  board  in  connec- 
tion with  the  methods  prescribed  for  determining  the  eligible 
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character  of  paper.     The  early  regulation  provided  that  until  Janu- 
ary 15, 1915,  it  would  sufl&ce  if  a  proper  officer  from  the  bank  apply- 
ing for  the  rediscount  made  a  statement  that  ''of  his  knowledge 
and  belief"  the  original  discount  was  for  a  purpose  contemplated  by 
the  law.    But  it  was  provided  that  after  January  16,  1915,  all 
paper  offered  for  rediscount  must  bear  on  its  face,  or  by  indorsement, 
a  statement  to  the  effect  that  such  paper  was  ehgible  for  rediscoimt 
under  the  regulations  of  the  Board,  and  must  indicate  the  number 
of  the  credit  file  of  the  meniber  bank  originally  purchasing  such 
paper,  in  which  file  the  member  bank  held  evidence  as  to  the  lawful 
application  of  the  funds  advanced.     It  was  also  provided  that  these 
files  should  be  open  for  inspection  by  proper  examiners  and  that 
copies  should  be  furnished  on  request  to  the  reserve  bank  con- 
cerned.   The  regulation  also  indicated  that  the  information  to  be 
found  in  the  file  ought  to  cover  ''the  financial  responsibility  of  the 
borrower,  including  a  short  general  description  of  the  character  of 
the  business,  the  balance  sheet"  as  well  as  profit  and  loss  accoimt. 
There  was  also  some  detailed  specification  of  the  items  in  the  bal- 
ance sheet  with  the  idea  of  preventing  the  possibiUty  of  a  sale  of 
short  time  paper  against  slow  or  permanent  investments.    Further- 
more there  was  also  the  requirement  that  the  statement  show  the 
maximum  aggregate  amount  up  to  which  the  concern  supplying 
the  paper  expected  to  borrow,  and  the  regulation  stated  that  such 
firm  ought  to  obligate  itself  not  to  exceed  such  maximum  except  with 
the  consent  of  the  member  bank  with  which  it  was  dealing.    The 
regulation  finally  put  the  whole  responsibility  of  assuring  the  law- 
ful character  of  the  paper  offered  for  discount  squarely  on  the 
shoulders  of  the  member  bank.     It  provided  that  "the  affixing 
of  the  stamp  stating  such  paper  to  be  eligible  for  rediscount  will 
be  considered  a  solenm  and  binding  declaration  by  the  member 
bank  that  the  statement  has  been  examined  from  this  point  of  view 
and  that  the  paper  bought  complies  with  all  the  requirements  of 
the  law  and  of  the  regulations  hereby  imposed." 

These  rather  strong  requirements  were  of  course  never  put  into 
effect.  Before  January  15,  1916,  they  were  suspended,  and  they 
were  then  finally  superseded  by  Regulation  3  of  1915.  Moreover, 
while  the  method  prescribed  in  the  new  regulation  for  certifying 
the  eligibility  of  paper  is  more  liberal  than  that  in  the  original  reg- 
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ulation,  provision  was  also  made  that  it  should  become  efiEective 
only  after  July  15. 

Under  the  new  regulation  a  bank  applying  for  a  discount  must 
simply  certify,  over  the  signature  of  a  duly  authorized  officer,  that 
to  the  best  of  its  knowledge  and  belief  the  bill  was  issued  for  a 
purpose  that  made  it  eligible  for  rediscount.  Instead  of  requiring 
a  credit  statement  from  each  borrower  the  new  regulation  simply 
recommends  one,  although  in  its  circular  accompanying  the  regula- 
tion the  Board  strongly  urges  banks  to  get  their  customers  into  the 
habit  of  making  statements. 

Express  provision  for  the  waiving  of  statements  is  made  in  cer- 
tain cases  where  bills  offered  for  rediscount  were  originally  dis- 
counted by  member  banks  for  their  depositors.  The  statement  may 
be  waived  where  the  paper  is  "  bona  fide  two-name"  or,  as  the  regula- 
tion has  it,  ''if  the  bill  bears  the  signature  of  the  purchaser  and  the 
seller  of  the  goods,  and  presents  prima  facie  evidence  that  it  was  is- 
sued for  goods  actually  purchased  or  sold."  The  statement  may  be 
waived  even  for  single-name  paper  if,  for  the  depositor  concerned,  the 
aggregate  amount  of  obligations  actually  rediscounted  or  offered  for 
rediscount  does  not  exceed  $5,000,  or  10  per  cent  of  the  paid-in  cap- 
ital of  the  member  bank  should  $5,000  be  in  excess  of  such  percent- 
age. Finally  the  statement  may  be  waived  where  the  bill  is  secured 
by  an  approved  warehouse  receipt  covering  readily  marketable  sta- 
ples. But  where  the  statement  is  thus  waived. the  member  bank 
must  certify  on  the  rediscount  application  blank,  in  whatever  man- 
ner the  reserve  bank  may  require,  to  the  conditions  imderlying  the 
transaction.  The  regulation  further  requires  that  member  banks 
certify  on  their  letters  of  application  for  rediscount  whether  the 
paper  offered  be  depositor's  paper  or  purchased  paper  (paper 
bought  from  note  brokers),  or  paper  rediscounted  for  other  member 
banks  and  whether  statements  are  on  file.  Where  statements  are 
not  on  file  the  reserve  banks  must  assume  responsibility  as  to  the 
character  of  the  paper,  and  in  the  exercise  of  this  responsibility  the 
reserve  banks  must  get  any  information  necessary  from  the  member 
banks. 

It  would  thus  appear  that  a  member  bank  is  responsible  in  first 
instance  for  the  proper  application  of  the  proceeds  of  a  bill  offered  for 
rediscount.  The  member  banks  are  urged  to  keep  credit  files  in  all 
cases  so  that  adequate  statements  rendered  by  their  clients  may  be 
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kept  on  reference.  The  board  evidently  intends  that  these  state- 
ments shall  be  required  in  the  case  of  rediscounted  paper  bought 
from  bill  brokers  and  in  the  case  of  single-name  paper  offered  for 
rediscount  where  the  amount  exceeds  10  per  cent  of  the  paid-in 
capital  of  the  reserve  bank  or  an  absolute  amount  of  $5,000  should 
such  sum  exceed  10  per  cent  of  the  capital.  Where  statements  are 
not  required  the  responsibility  of  determining  the  character  of  the 
paper  rests  on  the  reserve  banks  themselves,  and  where  the  state- 
ments are  specifically  waived  the  conditions  on  which  they  are 
waived  must  be  certified  to  the  satisfaction  of  the  reserve  bank  by 
the  member  bank  offering  the  paper. 

One  further  point  must  be  made  in  this  connection.  Section 
14  of  the  Federal  Reserve  Act  permits  the  reserve  banks  under  regu- 
lations prescribed  by  the  board  to  purchase  and  sell  in  the  open 
market  ''cable  transfers,  bankers'  acceptances  and  bills  of  exchange 
of  the  kinds  and  maturities  by  this  Act  made  eligible  for  rediscount 
with  or  without  the  indorsement  of  a  member  bank."  The  ques- 
tion natiurally  arose  as  to  the  meaning  of  "bills  of  exchange"  in  this 
clause.  In  a  letter  sent  under  date  of  October  8,  1916,  the  board 
answered  this  question.  It  held  that  Congress  wished  to  draw  a 
distinction  in  section  13  and  14  between  the  different  forms  of 
commercial  paper,  making  "notes,  drafts  and  bills  of  exchange" 
of  the  proper  character  and  maturity  eligible  for  rediscount,  but 
excluding  "notes  and  drafts"  from  the  open  market  operations. 
Hence  the  board  held  that  "promissory  notes,  even  though  bearing 
an  additional  indorsement,  must  be  regarded  as  excluded  from 
open  market  piu'chases."  This  therefore  precludes  the  purchase 
by  the  reserve  banks  of  single-name  paper  unless  it  is  offered  for 
rediscount  under  section  13  and  carries  a  member  bank's  indorse- 
ment. 

Trade  Acceptances 

The  Reserve  Board,  as  has  been  seen,  made  no  secret  of  the 
fact  that  it  desired  to  see  the  development  in  the  United  States  of  a 
two-name  paper  comparable  with  the  bills  that  grow  out  of  trade 
acceptances  in  Europe.  Most  students  have  recognized  that  the 
establishment  and  maintenance  of  an  open  discount  market  in  the 
United  States  would  be  impossible  without  a  large  and  steady 
volume  of  such  paper.     Hence  it  was  to  be  expected  that  as  soon 
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as  it  deemed  wise  the  Reserve  Board  would  make  some  special 
provision  for  trade  acceptances. 

The  subject  was  specifically  dealt  with  for  the  first  time  by  the 
Reserve  Board  in  Circular  No.  16  and  Regulation  P,  series  of  1915, 
issued  July  16,  1915. 

In  its  circular  the  board  states  that  "trade  acceptances" 
constitute  a  distinct  class  of  conmiercial  paper,  and  indicates  its 
readiness  to  approve  for  such  paper  ''a  rate  somewhat  lower  than 
that  applicable  to  other  commercial  paper."  In  this  way  the 
Board  believes  that  it  will  assist  ''in  developing  a  class  of  'double- 
name'  paper  which  has  shown  itself  in  so  many  countries  a  desirable 
form  of  investment  and  an  important  factor  in  modern  conmiercial 
banking  systems." 

The  regulation  concerning  trade  acceptances  is  divided  into 
three  parts,  dealing  respectively  with  definition,  with  character  of 
the  paper  eligible  and  with  the  method  of  certifying  eligibility. 
The  trade  acceptance  is  defined  as  a  bill  of  exchange 

drawn  to  order  and  having  a  definite  maturity  and  payable  in  dollars  in  the 
United  States,  the  obligation  to  pay  which  has  been  accepted  by  an  acknowledg- 
ment, written  or  stamped  and  signed  across  the  face  of  the  instrument,  by  the 
company,  firm,  corporation  or  person  upon  whom  it  is  drawn;  such  agreement  to 
be  to  the  effect  that  the  acceptor  wiU  pay  at  maturity  according  to  its  tenor, 
such  draft  or  bill  without  qualifying  conditions. 

A  trade  acceptance  to  be  eligible  for  rediscount  must  bear  the 
indorsement  of  a  member  bank,  accompanied  by  waiver  of  demand 
notice  and  protest;  it  "must  have  a  maturity  at  time  of  discoimt 
of  not  more  than  90  days"  and  it  "must  be  accepted  by  the  pur- 
chaser of  goods  sold  to  him  by  the  drawer  of  the  bill,  and  the  bill 
must  have  been  drawn  against  indebtedness  expressly  incurred  by 
the  acceptor  in  the  purchase  of  such  goods."  In  other  words  it  is 
only  where  the  trade  acceptance  grows  out  of  the  actual  sale  and 
purchase  of  goods  that  it  becomes  eligible  for  rediscount.  Accom- 
modation drafts,  etc.,  are  excluded.  In  rediscounting  a  trade 
acceptance  the  reserve  bank  must  be  satisfied  that  it  was  properly 
drawn,  and  the  necessary  evidence  to  that  effect  must  appear  on  its 
face  or  be  supplied  in  the  form  of  a  supplementary  certification. 
But  the  reserve  bank  may  at  its  discretion  inquire  into  the  nature 
of  the  transaction  underlying  the  acceptance. 
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Commodiiy  Paper 

Commodity  paper  like  trade  acceptances  was  encouraged  by  the 
Resenre  Board  in  Regulation  B,  series  of  1915,  previously  discussed. 
In  this  regulation  the  requirement  of  a  financial  statement  from  the 
borrower  ofiEering  proper  commodity  security  was  specifically  waived, 
but  in  Regulation  1,  series  of  1915,  issued  September  3,  1915,  the 
Reserve  Board  provided  for  preferential  rates  for  commodity  paper. 
In  explaining  the  regulation  in  Circular  17  which  accompanied  it 
the  board  expressed  the  belief  that  "this  new  class  of  paper  with 
its  special  rates  will  prove  of  particular  eflScacy  in  meeting  the 
seasonal  demands  for  credit  facilities  in  the  crop-producing  dis- 
tricts." 

The  board  defined  commodity  paper  as  "a  note  draft  or  bill 
of  exchange  secured  by  warehouse  terminal  receipts,  or  shipping 
documents  covering  approved  and  readily  marketable,  non-per- 
ishable staples,  properly  insured."  Besides  requiring  that  the 
paper  comply  with  the  statutory  demand  as  to  indorsement  and 
maturity,  the  board  fixed  the  maximum  interest  that  might  be 
charged.  It  did  this  by  including  in  the  regulation  the  statement 
that  eligible  paper  is  that  (meeting  the  other  requirements)  "on 
which  the  rate  of  interest  or  discoimt,  including  commission  charged 
the  maker,  does  not  exceed  6  per  cent  per  annum."  The  signifi- 
cance of  this  is  obvious.  Moreover  in  its  circular  the  board  said 
that  in  authorizing  special  rates  it  would  "rely  on  the  federal 
reserve  banks  to  adopt  a  policy  which  will  result  in  securing  for  the 
ultimate  borrowers  the  extension  of  credit  on  moderate  terms  by 
member  banks."  It  suggested  the  possibility  of  a  discrimination 
in  rate  as  between  trade  acceptances  and  commodity  paper  but  it 
left  the  determination  of  this  question  to  the  several  reserve  banks. 
The  board  also  left  to  the  reserve  banks  the  preparation  of  such 
regulations  covering  warehouse  receipts,  etc.,  as  the  needs  of  the 
several  districts  might  require. 

This  regulation  gives  the  farmer  of  the  United  States  a  chance 
to  borrow  on  his  garnered  crops  as  he  never  could  before.  More- 
over the  limitation  of  the  interest  charged  is  of  more  than  passing 
significance.  Nothing  of  this  kind  has  probably  happened  in  the 
United  States  before.  Moreover,  at  the  time  the  "commodity 
paper"  regulation  was  promulgated  the  Secretary  of  the  Treasury 
made  special  deposits  of  government  funds  in  the  reserve  banks  in 
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the  South.  Had  the  Reserve  Board  not  eoSperated  with  the 
Secretary  by  Umiting  the  original  interest  charge  in  its  definition 
of  eligible  commodity  paper,  the  Secretary  intended  to  place  the 
deposits  directly  in  the  national  banks  instead  of  in  the  reserve  banks 
and  to  impose  the  limitation  of  a  6  per  cent  rate  as  a  condition  of 
such  deposit.  While  commodity  paper  is,  of  course,  of  great  im- 
portance, its  character  is  not  such  as  to  give  it  the  same  broad  status 
in  an  open  discount  market  that  may  be  claimed  for  the  trade 
acceptances.  The  Reserve  Board  recognized  this  in  suggesting 
the  possibility  of  different  degrees  of  preference  for  the  two  kinds  of 
paper. 

Bankers'  Acceptances 

Section  13  of  the  Federal  Reserve  Act  permits  the  reserve 
banks  to  rediscount  acceptances  growing  out  of  exports  and  im- 
ports and  bearing  the  indorsement  of  a  member  bank.  Section 
14  of  the  act  permits  the  reserve  banks  under  regulations  prescribed 
by  the  Reserve  Board  to  engage  in  open  market  dealings  in  cable 
transfers,  bankers'  acceptances  and  bills  of  exchange  eligible  for 
discount. 

"Trade  acceptances,"  it  will  be  recalled,  were  defined  by  the 
board  as  a  special  form  of  bill  of  exchange,  growing  out  of  the 
acceptance,  by  a  buyer  of  goods,  of  a  draft  drawn  on  him  by  the 
seller.  In  other  words  "trade  acceptances"  can  arise  only  as  be- 
tween a  buyer  and  seller  of  goods  in  a  specific  exchange  transaction. 
This  form  of  acceptance  is  looked  upon  as  a  desirable  substitute 
for  single-name  paper  and  a  preferential  rate  for  it  was  authorized 
in  the  hope  of  hastening  its  general  domestic  use.  But  "trade 
acceptances"  do  not  come  under  the  "acceptances"  specifically 
provided  for  in  the  act  under  Sections  13  and  14.  "Acceptances" 
that  are  distinct  from  "trade  acceptances"  are  those  which  may 
arise  from  transactions  not  involving  directly  buyers  or  sellers  of 
goods.  The  use  of  acceptances  of  this  kind  is  limited  by  the  act  to 
transactions  based  on  exports  or  imports.  Further  it  would  appear 
that  "acceptances"  by  bankers  are  subject  to  the  open  market 
dealings  without  a  member  bank's  indorsement,  but  acceptances 
by  those  other  than  bankers  can  be  ofiEered  for  rediscount  only  with 
a  member  bank's  indorsement. 

The  Reserve  Board  first  dealt  with  the  subject  in  Circular  No. 
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5  and  in  R^ulation  D,  series  of  1915,  issued  in  February.     This 
circular  and  regulation  were  superseded  in  April  by  Circular  No.  11 
and  Regulation  J.     The  superseding   circular  and  regulation  were 
made  necessary  by  the  fact  that  Congress  had  amended  the  Reserve 
Act  to  increase  the  amount  of  "acceptances"  that  member  banks 
might  imdertake,  and  also  the  amount  that  reserve  banks  might 
rediscoimt.    Fiu-thermore,  the  newer  regulation  permitted  a  banker 
to  originate  an  "acceptance"  as  well  as  to  receive  one,  and,  where 
goods  were  to  be  released  before  a  bill  was  paid,  permitted  the 
substitution  of  adequate  security  for  the  goods  which  originally 
represented  the  "actually  existing  values"  against  which  the  bill 
was  drawn.     In  other  respects  the  two  sets  of  circulars  and  regu- 
lations were  substantially  identical. 

In  the  circular  the  board  discussed  the  general  aspects  of  the 
acceptance  business.  It  referred  to  the  newness  of  the  business 
in  the  United  States  but  predicted  for  it  a  certain  development. 
Hence  while  it  considered  that  priority -should  be  given  to  the  redis- 
coimt of  acceptances  with  the  indorsement  of  a  member  bank,  as 
provided  in  section  13,  it  declared  its  unwillingness  to  restrict  the 
business  to  that  field.  The  position  of  the  acceptance  in  the  world 
discount  market  induced  the  board  to  permit  the  reserve  banks 
considerable  latitude  in  the  fixing  of  rates  for  acceptances,  but  the 
board  declares  it  to  be  in  harmony  with  the  spirit  of  the  act  to 
accord  preferential  rates  to  acceptances  bearing  member  banks' 
indorsements.  Furthermore  it  urges  upon  the  reserve  banks  that 
when  acceptances  bearing  member  banks'  indorsements  are  not 
available  in  adequate  amounts  or  on  satisfactory  terms,  the  effort 
should  be  made  to  get  acceptances  bearing  a  responsible  signature 
of  some  person  other  than  the  drawer  and  the  acceptor  and  prefera- 
bly that  of  a  bank  or  banker.  In  other  words,  the  board  considered 
it  desirable,  wherever  possible,  to  have  a  banker's  name  on  the 
acceptance. 

In  the  regulation  the  board  established  the  basis  on  which  the 
eligibility  of  acceptances  for  rediscount  at  the  rates  for  bankers' 
acceptances  was  to  be  determined.  In  the  first  place  the  acceptance 
must  have  been  made  by  a  bank  (member  or  non-member),  by  a 
trust  company,  or  by  some  person  or  firm  engaged  in  the  business  of 
accepting  or  discounting.  It  must  not  have  been  drawn  or  renewed 
after  surrender  of  goods  to  purchaser.     In  the  second  place  it  must 
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bear  on  its  face  satisfactory  evidence  that  it  originated  in  a  bona 
fide  export  or  import  sale.  Thirdly,  where  the  acceptance  is  by 
a  "banker"  other  than  a  member  bank,  the  acceptor  must  have 
agreed  in  writing  to  fmnish  the  reserve  bank  of  the  district  con- 
cerned with  information  concerning  the  nature  of  the  transaction 
out  of  which  the  acceptance  grew.  Furthermore,  in  view  of  the 
limitations  of  the  maximum  amounts  of  acceptances  prescribed  by 
the  act  itself,  the  board  rules  that  a  banker's  acceptance  may  be 
considered  as  drawn  in  good  faith  against  actually  existing  values 
when  the  acceptor  is  secured  by  a  lien  on,  or  by  transfer  of  title  to, 
the  goods  to  be  transported;  or,  in  case  of  release  of  the  goods  before 
payment  of  the  acceptance,  by  the  substitution  of  other  adequate  se- 
curity. The  total  amount  of  such  acceptances  by  a  single  "  banker" 
purchased  by  a  federal  reserve  bank  was  in  no  case  to  exceed  25 
per  cent  of  the  paid-in  capital  of  the  reserve  bank,  and,  in  the  case 
of  bills  unsecured  by  liens,  by  transfer  of  title  or  by  other  acceptable 
security,  the  maximum  is  5  per  cent  of  such  paid-in  capital. 

The  acceptances  acquired  from  member  banks  under  section 
13  must  naturally  bear  the  indorsement  of  the  member  bank.  As 
already  indicated,  those  acquired  in  the  open  market  need  not  have 
a  member  bank's  indorsement,  but  where  an  acceptance  lacks  such 
indorsement  the  regulation  provides  that  it  shall  not  be  purchased 
by  a  federal  reserve  bank  unless  the  reserve  bank  has  secured  a 
satisfactory  financial  statement  of  the  acceptor  in  a  form  approved 
by  the  board. 

In  Regulation  K  issued  concurrently  with  Regulation  J  in 
April,  the  board  laid  down  the  general  conditions  according  to 
which  a  member  bank  may  obtain  permission  to  accept  up  to  the 
full  amount  rather  than  up  to  simply  half  of  its  capital  and  surplus. 
According  to  this  regulation,  a  bank  must  first  make  application  to 
the  reserve  bank  of  its  district  which  must  report  on  the  standing 
of  the  applicant  and  upon  the  general  needs  in  the  district  for  the 
service.  Each  applicant  must  have  an  unimpaired  surplus  of  not 
less  than  20  per  cent  of  its  paid-in  capital,  and  before  it  can  begin 
the  acceptance  business  its  application  must  be  approved  by  the 
Reserve  Board.  It  is  apparent  from  this  regulation  that  it  is  the 
purpose  of  the  board  to  establish  firmly  at  the  outset  the  quality 
of  American  acceptances  in  so  far  as  the  board's  power  and  influence 
may  accomplish  this  purpose. 
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In  the  May  Federal  Reserve  Bulletin  (page  52)  the  board  spoke 

very  hopefully  about  the  actual  development  of  the  acceptance 

business.    It  referred  to  the  growing  appreciation  of  the  acceptance 

as  a  credit  instrument  and  to  the  broadening  of  the  facilities  oflFered 

by  banks  for  this  purpose.     A  stable  acceptance  market  depends, 

the  board  said,  on  a  large  steady  volume  and  low  steady  rates. 

The  board  also  reported  that  reliable  firms  were  beginning  to  quote 

"forward  rates"  so  that  exporters  abroad  could  calculate  the  relative 

value  of  "  sterling"  and  "  dollar"  acceptances.    This,  said  the  board, 

is  of 

fundamenta]  importance  in  the  development  of  the  acceptance  busineas.    When 
the  movement  of  our  exports  and  imports  has  been  sufficiently  standardised 
through  bankers'  acceptances,  so  that  it  may  be  facilitated  as  easily  in  the  New 
York  market  as  in  the  London  market  even  though  the  volume  in  the  New  York 
market  may  be  much  smaller,  we  should  be  enabled  readily  in  the  future,  when 
we  wish  to  protect  our  reserves  or  when  they  are  needed  for  domestic  expansion  or 
seasonal  movements  of  commodities,  to  deflect  the  financing  of  our  foreign  trade 
from  New  York  to  London  by  raising  New  York  rates  above  London  rates  and 
making  it  cheaper  for  the  shipper  to  draw  on  London  than  on  New  York.    Con- 
versely when  we  are  ready  to  finance  it  again  we  should  be  able,  in  normal 
times,  to  recover  the  business  from  London  by  reducing  our  rates  below  those  of 
London. 

By  September  the  development  of  the  acceptance  business 
had  reached  a  point  where  the  board  felt  that  further  extension 
might  safely  be  provided  for.  Under  date  of  September  7  the 
board  issued  a  new  circular  and  regulation  covering  the  subject. 
The  important  changes  made  were  in  the  section  of  the  regulation 
dealing  with  eligibility.  In  the  earlier  regulation  the  renewal  of  a 
bill  after  the  goods  had  been  released  to  the  purchaser  was  forbidden. 
Under  the  new  regulation  renewal  is  permitted  "for  such  reasonable 
period  as  may  have  been  agreed  upon  at  the  time  of  the  opening 
of  the  credit  ....  provided  that  the  bill  must  not  contain 
or  be  subject  to  any  condition  whereby  the  holder  thereof  is  obli- 
gated to  renew  the  same  at  maturity."  Furthermore  the  definition 
of  "actually  existing  values,"  as  found  in  the  clause  which  specific- 
ally exempts  from  the  limitations  imposed  on  other  acceptances, 
bills  drawn  against  "actually  existing  values,"  was  broadened. 
The  clause  "in  case  of  release  of  goods  before  payment  of  the 
acceptance"  was  omitted,  and  the  definition  was  then  made  to  cover 
all  acceptances  scoured  by  a  lien  or  by  the  transfer  of  title  of  the 
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goods  to  be  transported  and  also  acceptances  secured  simply  "by 
other  adequate  security.''  Finally,  instead  of  limiting  at  a  fixed 
rate  of  5  per  cent  of  the  paid-in  capital  of  a  reserve  bank  the  amoimt 
of  acceptances  drawn  by  a  single  drawer  and  discounted  by  a  federal 
reserve  bank,  and  at  a  fixed  rate  of  25  per  cent  of  such  capital  the 
acceptances  accepted  by  a  single  firm  and  discounted  at  the  reserve 
bank,  the  Board  declared  simply  that  it  will  from  time  to  time  fix 
the  percentage.  This  obviously  provides  a  much  more  elastic 
arrangement. 

In  Circular  No.  19  and  in  Regulation  S,  series  of  1915,  and  issued 
November  29,  the  Board  broadened  the  acceptance  business  even 
more.  The  new  circular  and  regulation  supersede  Regulation  R 
issued  in  September  in  so  far  as  the  September  regulation  deals 
with  the  open  market  purchases  of  acceptances  under  section  14 
of  the  Reserve  Act.  The  new  regulation  does  not  bear  on  the 
purchases  or  re-discoimt  of  acceptances  under  section  13  of  the 
act. 

The  essence  of  the  November  regulation  is  the  broadening  of 
the  definition  of  eligibility  so  that  domestic  as  well  as  foreign  accept- 
ances may  be  purchased  in  the  open  market  by  reserve  banks. 
Such  domestic  acceptances  are  authorized  by  the  laws  of  some  of 
the  states,  and  in  its  circular  the  board  stated  that  it  did  not 
feel  justified  'Vhen  admitting  state  banks  and  trust  companies 
into  the  Federal  Reserve  system,  in  stipulating  that  such  domestic 
acceptances  should  not  be  continued  under  reasonable  limitations 
as  a  part  of  their  business."  A  distinction  is  drawn  in  the  r^u- 
lation  between  "foreign"  and  "domestic"  acceptances.  The  general 
limitations  and  prescriptions  concerning  amounts  purchased,  etc., 
remain  intact.  The  character  of  the  eligible  "foreign"  acceptances 
is  not  changed.  There  is  introduced  merely  the  definition  of  the 
newly  eligible  domestic  paper.  This  must  be  based  on  a  transac- 
tion covering  the  shipment  of  goods,  attested  by  shipping  docu- 
ments, or  it  must  be  secured  by  a  warehouse  receipt  covering 
readily  marketable  staples  or  by  the  pledge  of  the  goods  actually 
sold.  That  the  acceptance  covers  such  a  transaction  must  be 
established  by  evidence  borne  on  its  face  or  submitted  in  some 
other  satisfactory  form. 

Summarizing  the  accomplishments  of  the  board  in  the  broad 
field  of  commercial  paper  we  may  say  that  while  the  board  has 
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recognized  the  erigencies  of  the  actual  credit  situation  by  accepting 
for  re<ii8count  "ringle-name"  paper,  it  has  excluded  such  paper 
from  the  open  market  operations,  and  it  has  endeavored  by  means 
of  statements,  etc.,  to  safeguard  its  general  character.  But  in 
addition  to  insuring  the  character  of  single-name  paper  rediscounted 
by  tVie  reserve  banks,  it  has  sought  in  the  form  of  "trade  accept- 
ances,'*  for  which  it  authorized  preferential  rates,  to  encoiu-age  the 
development  of  a  satisfactory  two-name  paper.  To  meet  the  needs 
of  the  farmer  it  has  provided  preferential  treatment  for  "commodity 
paper" — although  not  necessarily  on  the  same  basis  of  preference 
accorded  to  trade  acceptances.  Finally,  to  supply  paper  acceptable 
alike  to  domestic  and  foreign  bankers,  it  has  made  provision  for 
bankers'  acceptances,  giving  an  interpretation  of  the  term  suffi- 
ciently broad  to  permit  the  development  of  "acceptance''  firms  of 
the  Enghsh  type.  One  more  important  form  remains  to  be  devel- 
oi>ed — the  dollar  "finance  bill."  Finance  bills  in  dollars  would 
seem  to  be  precluded  by  the  act  itself  because  such  bills  are  not 
based  on  the  export  or  import  of  commodities,  yet  the  finance  bill 
is  necessary  to  any  market  aspiring  to  financial  supremacy.  Fi- 
nance bills. will  be  possible,  however,  only  when  some  provision  is 
made  for  them  through  the  amendment  of  the  act  itself. 
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SOME    PHASES    OF    THE    NEW    CHECK    COLLECTION 

SYSTEM 

By  Gordon  B.  Anderson,  A.M., 

Instructor  in  Finance,  Wharton  School  of  Finance  and  Commerce,  University  of 

Penn^lvania. 

It  is  not  the  purpose  of  this  article  to  discuss  all  phases  of  the 
check  collection  system  under  the  Federal  Reserve  Act,  but  to 
take  up  several  fundamental  problems  with  which  the  system  of 
intra-district  collection  already  inaugurated  has  to  contend.  This 
subject  affects  not  only  the  bankers,  both  large  and  small,  but 
also  the  business  man  who  uses  checks  and  drafts  in  the  payment 
and  collection  of  accounts. 

The  enormous  volume  of  checks  used  daily  in  the  transaction 
of  business  in  the  United  States  has  created  a  problem  which 
bankers  of  the  country  find  very  difficult  to  solve  satisfactorily. 
This  problem  is  by  no  means  a  new  one  but  at  this  time  the  national 
agitation  for  a  remedy  is  more  widespread.  In  framing  the  Federal 
Reserve  Act  considerable  attention  was  directed  to  this  subject, 
with  the  result  that  provisions  were  made  facilitating  a  solution, 
national  in  scope.  The  act,  to  a  large  degree,  leaves  the  solution  of 
the  check  collection  problem  to  the  Federal  Reserve  Board  and  the 
Federal  reserve  banks.  In  general,  the  law  provides  that  a  Federal 
reserve  bank  may  receive  on  deposit  from  its  member  banks  not 
only  cash,  but  checks  and  drafts  drawn  upon  other  solvent  members. 
This  implies  that  the  reserve  bank  has  the  power  to  collect  these 
items.  The  law  further  provides  that  each  reserve  bank  "shall 
receive  on  deposit  at  par  from  member  banks  ....  checks 
and  drafts  drawn  upon  any  of  its  depositors."  In  other  words, 
the  reserve  bank  is  compelled  to  accept  at  par  the  checks  drawn 
on  its  members  when  deposited  by  a  member.  The  law  further 
states  that  this  does: not  necessarily  mean  free  of  all  charge,  for 
"the  Federal  Reserve  Board  shall  by  rule,  fix  the  charges  to  be 
collected  by  the  member  banks  from  its  patrons  whose  checks  are 
cleared  through  the  Federal  reserve  bank  and  the  charge  which 
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may  be  imposed  for  the  service  of  clearing  or  collection  rendered 
by  the  Federal  reserve  bank." 

That  the  Board  fully  realizes  the  importance  of  the  clearing 
functions  and  its  responsibiUty  for  the  success  of  the  system  is 
evident,  for  in  the  first  annual  report  is  found  the  following  state- 
ment: "From  the  beginning,  the  Board  has  regarded  the  organiza- 
tion of  these  clearing  functions  as  one  of  the  most  important  re- 
sponsibihties  with  which  it  is  charged  under  the  Act,  as  well  as  one 
of  its  most  difficult  and  intricate  problems." 

The  committee  of  experts  that  advised  and  codperated  with 
the  Board  in  preparing  a  plan  of  organization  for  the  reserve  banks 

recommended  in  part  as  follows: 

• 
It  ia  strongly  believed  and  recommended  that  a  complete  and  thorough 
clearing  system  shall  be  inaugurated  by  every  Federal  resenre  bank  at  the  earliest 
possible  moment  consistent  with  success.  This  system  should  further  be  contin- 
ued and  extended  as  rapidly  as  is  reasonably  possible  until  it  extends  to  all 
dassee  of  operations  and  provides  for  the  clearing  of  items  drawn  on  both  member 
and  non-member  banks.  The  facilities  of  the  reserve  banks  should  be  used  both 
locally  and  for  out-of-town  checks  in  the  broadest  possible  sense  and  under 
conditions  which  will  place  the  member  banks  upon  a  satisfactory  basis  of  com- 
petition with  non-members  while  giving  to  the  customer  of  member  banks 
the  advantage  of  a  system  of  par  collection  wherever  possible  and  of  collection 

at  cost  wherever  charge  must  be  made Having  in  mind  the  fact 

that  the  banks  cannot  perform  their  full  functions  in  this  respect  at  the  very 
outset,  it  is,  however,  recommended  that  they  start  only  with  a  partial  system 
of  clearings,  subsequently  extending  this  as  they  become  able  to  do  so. 

The  matter  oi  earrying  into  effect  the  collection  departments 
of  the  several  reserve  banks  was  left  to  each  bank  individually. 
However,  all  systems  are  practically  alike.    For  the  present,  the 
system  provides  for  intra-district  clearings  only,*  that  is  checks 
received  from  and  drawn  on  member  banks  of  the  same  district. 
All  members  of  the  Federal  reserve  system  are  eligible  to  member- 
ship in  the  collection  system  of  their  respective  reserve  banks. 
Membership  in  the  collection  system  is  voluntary  and  it  is  provided 
that  members  may  withdraw  upon  thirty  days'  notice.     The  reserve 
bank  acts  as  agent  only,  receiving  and  forwarding  the  items, 
assiuning  no  responsibiUty  for  final  payment.     The  member  bank 
agrees  to  abide  by  all  regulations  governing  the  system.     Members 

1  Drafts  on  other  Federal  reserve  banks  are  received  on  a  delayed  credit 
basis. 
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are  given  immediate  credit '  for  items  payable  on  demand  which 
are  drawn  on  members  of  the  collection  system  in  their  district,  if 
presented  at  the  reserve  bank  before  two  o'clock  (twelve  o'clock 
Saturday),  and  agree  to  be  charged  immediately  for  all  checks 
drawn  on  them,  received  at  the  Federal  reserve  bank  from  members 
of  the  collection  system.  In  other  words,  the  arrangement  is  a 
reciprocal  plan.  Further  it  is  agreed  that  the  reserve  of  the  member 
bank  which  is  k^pt  with  the  reserve  bank  is  not  to  be  impaired;  but, 
that  a  sufficient  fimd,  to  be  determined  by  experience,  over  and 
above  the.  reserve,  is  to  be  maintained  to  cover  collection  debts. 
Although  the  system  is  known  as  a  collection  system  the  Federal 
reserve  bank  really  acts  as  a  clearing  house  for  its  members. 

The  system  does  not  pretend  to  supersede  methods  already 
efficient  in  check  collection — of  which  the  most  common  illustration 
is  the  city  clearing  house  which  performs  admirably  the  local  check 
clearing  service  among  its  members.  Where  banks  located  in  adjoin- 
ing communities  can  collect  items  more  efficiently  by  direct  commu- 
nication than  could  be  done  through  their  reserve  bank  located  at  a 
point  more  remote — for  the  element  of  time  is  all  important — the 
reserve  bank  does  not  expect  or  desire  to  handle  the  items. 

The  system  of  deposited  reserves  under  the  National  Bank 
Act  is  responsible  for  a  large  part  of  the  difficulty  which  we  are 
now  experiencing  in  solving  this  problem.  Roughly  speaking  there 
are  two  classes  of  banks,  under  the  National  Bank  Act,  city  and 
country  banks.  The  city  banks  are  authorized  by  law  to  hold  a 
considerable  part  of  the  reserves  of  the  country  banks.  These 
reserves  have  been  built  up  and  maintained  in  part  by  the  shipment 
of  currency  but  the  greater  part — probably  95  per  cent  of  such 
balances — represents  checks,  drafts  and  other  items  drawn  upon 
banks  in  other  localities  which  have  been  sent  by  the  country  bank 
to  its  city  correspondent  for  credit  and  collection.  Thus,  upon 
this  city  agent  has  fallen,  though  not  against  his  will,  the  burden  of 
collecting  these  items,  in  other  words,  converting  them  into  avail- 
able loanable  funds.  The  country  banker  has  not  as  a  rule  under- 
taken to  collect  these  checks  individually,  for  because  of  competition 
for  accounts  the  reserve  city  banker  has  performed  this  service  free 

*  District  No.  12  (San  Francisco)  is  working  on  a  deferred  credit  and  deferred 
debit  basis,  based  upon  the  time  required  to  forward  the  check  to  its  destination 
and  receive  a  remittance  for  it. 
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of  charge  or  at  a  very  small  cost.  On  the  other  hand  it  has  been 
the  reserve  balances  which  the  country  banker  has  maintained  in 
the  city  bank  that  have  compensated  the  city  bank  for  this  collection 
service  rendered.  In  addition  the  city  banker  pays  a  small  rate 
of  interest  on  these  balances,  usually  2  per  cent.  In  some  cases 
the  arrangement  is  put  upon  a  more  favorable  basis  for  the  country 
banker,  as  the  reserve  agent  sends  to  the  country  banker  all  checks 
drawn  on  the  banks  in  the  locality  of  the  correspondent.  The 
country  banker  collects  these  items  and  remits  by  a  draft  drawn 
upon  his  city  correspondent,  after  deducting  a  collection  charge 
for  the  service. 

It  is  important  to  note  that,  generally  speaking,  the  city  banks 
have  been  largely  exchange  paying  banks,  contrasted  with  the 
country  banks  which  have  been  exchange  charging  banks.  When  a 
system  is  about  to  be  introduced  whereby  exchange  charges  are  to  be 
regulated  to  the  point  of  elimination,  if  possible,  it  is  the  exchange 
charging  bank  which  is  least  enthusiastic.  The  country  banker 
has  felt  that  the  elimination  of  exchange  charges  is  a  reduction  of  his 
profits,  while  the  exchange  paying  bank— the  city  bank— has  been 
glad  to  join  the  system  because  it  is  thereby  enabled  to  reduce 
expenses.  An  examination  of  the  roster  of  banks  which  have 
joined  the  voluntary  reciprocal  collection  system  inaugurated  by 
the  reserve  banks,  shows  that  this  situation  has  developed.  The 
city  banks  almost  without  exception  have  gone  into  the  system, 
whereas  less  than  one  third  of  the  country  national  banks  have 
agreed  to  join  the  voluntary  collection  system. 

Students  of  banking  reform  and  prominent  bankers  were 
unanimous  in  the  opinion  that  one  of  the  primary  purposes  to  be 
accomplished  by  the  Federal  Reserve  Act  was  the  mobilization  of 
the  reserves  of  the  national  banks,  which  heretofore  had  been  widely 
scattered  and  hence  were  unavailable  in  times  of  panics.  As  to 
whether  all  or  only  a  portion  of  these  reserves  should  be  mobilized 
in  the  hands  of  the  reserve  banks  was  a  matter  upon  which  a  differ- 
ence of  opinion  existed.  The  Reserve  Act  is  framed  upon  the 
principle  that  all  of  the  reserves  of  member  banks  shall  eventually 
be  carried  either  in  the  vaults  of  the  member  bank  or  on  deposit 
with  the  reserve  bank.  In  other  words,  the  old  system  by  which 
the  country  banks  carried  a  part  of  their  reserve  with  the  city 
banks,  is  to  be  uprooted,  the  change  to  be  accomplished  by  graduated 
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stages  reaching  completion  in  November,  1917.  It  was  pointed 
out,  while  the  Reserve  Act  was  under  consideration,  that  if  the 
reserves  were  shifted,  some  provision  must  be  made  for  handling 
the  collection  of  checks  drawn  on  the  banks  in  distant  localities, 
heretofore  undertaken  by  the  city  institutions.  The  Reserve  Act 
met  this  problem  by  providing  that  the  Federal  reserve  banks 
should  undertake  this  work. 

But  the  inauguration  of  the  collection  service  by  the  reserve 
banks  rests  upon  even  broader  ground  than  the  necessity  due  to 
the  shifting  of  reserves.  There  has  been  for  years  a  widespread 
and  continuous  criticism  of  the  comparative  inefficiency  of  existing 
collection  methods.  The  city  banks  have  handled  the  physical 
problem  of  their  transit  work  with  skill  and  comparatively  small 
cost,  but  with  attendant  disadvantages.  The  disadvantages  were 
very  well  set  forth  by  Mr.  C.  R.  McKay,  Deputy  Governor  of  the 
Federal  reserve  bank  of  Chicago: 

First:  Excessive  exchange  charges; 

Second:  Absorption  of  exchange  charges  by  the  collecting  banks; 

Third:  Indirect  routing  of  checks  to  avoid  exchange  charges  chiefly  caiised 
by  clearing  house  rules  governing  exchange  charges; 

Fourth:  The  maintenance  of  reserve  balances  with  banks  for  the  sole  purpose 
of  getting  items  on  which  to  charge  exchange; 

Fifth:  The  carrying  of  compensating  balances  with  collecting  banks  solely 
for  the  purpose  of  obtaining  par  territory; 

Sixth:  Paying  interest  on  uncollected  funds; 

Seventh:  Paying  checks  drawn  against  uncollected  fimds; 

Eighth:  Padding  of  reserves  with  items  in  transit. 

From  the  standpoint  of  the  member  banks  the  present  difficulty 
is  not  merely  a  transit  problem  but  is  more  of  a  reserve  problem. 
We  have  seen  that  the  deposited  reserve  of  the  country  banker  was 
built  up  in  the  city  banks  mostly  by  the  deposit  of  checks  and 
drafts  with  a  very  small  percentage  of  cash.  The  items  so  for- 
warded are  immediately  counted  by  the  country  bank  as  reserve, 
when  mailed  to  the  city  reserve  agent,  although  they  are  not 
received  and  collected  by  the  city  bank  until  several  days  later. 
This  condition  creates  what  is  known  as  a  paper  reserve,  or  a  reserve, 
a  large  part  of  which  consists  of  uncollected  checks  in  transit. 

As  one  of  the  prime  objects  of  the  Federal  Reserve  Act  is  to 
have  real  mobilized  reserves,  the  first  factor  to  be  eliminated  is  this 
paper  reserve,  in  transit,  or  "float"  as  it  is  sometimes  called  by 
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bankers.  The  country  bank  will  not  be  able  to  count  these  items 
in  transit  as  part  of  its  reserve.  The  Federal  reserve  banks,  with 
the  exception  of  San  Francisco,  operate  upon  the  principle  of  im- 
mediate debit  and  credit,  so  that,  unlike  the  practice  heretofore 
followed  by  the  city  banks,  checks  drawn  upon  country  banks  are 
immediately  charged  to  the  account  of  the  country  bank,  rather 
than  as  heretofore  sent  to  the  country  bank  and  paid  for  some 
days  later  when  the  draft  in  payment  for  them  is  received  by 
return  mail.  The  privilege  heretofore  enjoyed  by  the  country 
bank  of  counting  checks  as  part  of  their  reserve  as  soon  as  put  in 
the  mail,  will  be  little  if  any  restricted.  The  great  loss  will  be 
that  checks  drawn  upon  the  country  bank  will  be  charged  against 
the  country  bank  at  once,  rather  tfian  sent  back  for  collection  and 
remitted  for  several  days  later.  The  immediate  problem  involved 
in  this  change  has  been  well  set  forth  by  the  Clearing  Committee 
of  the  Federal  Reserve  Agents  in  its  recent  report  presented  to 
the  Federal  Reserve  Board: 

If  all  member  banks  joined  the  collection  system  and  did  business  only  with 

the  reserve  bank,  each  country  and  reserve  city  bank  would  be  required  to  increase 

the  reserve  carried  to  an  amount  sufficient  to  offset  the  uncollected  checks  which 

are  now  constantly  in  transit  to  its  reserve  agents  and  are  counted  by  it  as  reserves. 

It  is  clear  that  tVie  BftsvuapUon  of  such  a  float  will  entail  a  distinct  hardship 

on  the  comitry  and  Teser?^  city  banks.    The  hardship  will  be  felt  by  them  not 

only  because  it  will  reduce  their  loanable  funds  and  their  earnings,  but  because 

it  will  handicap  them  in  competing  with  state  banks.    It  is  probable  that  until 

they  have  had  time  to  adjust  themselves  and  educate  their  depositors  to  carry 

their  float  the  reserve  banks  will  find  it  necessary  to  be  somewhat  lenient  and 

share  such  portion  of  the  burden  as  their  resources  will  permit.     It  seems  clear, 

however,  that  the  development  of  the  Federal  reserve  collection  systems  will 

inevitably,  by  prompt  collections,  materially  reduce  the  proportions  of  the  present 

float. 

Having  for  so  many  years  been  able  to  count  this  float  as  reserve,  it  is  probable 
that  the  complete  assumption  of  it  by  the  member  banks  can  only  be  brougjit 
about  by  ruling  of  the  Comptroller  or  by  the  imposition  of  the  penalty  for  deficient 
reserves  authoriased  by  the  Federal  Reserve  Act.  The  latter  method  would 
doubtless  cause  great  dissatisfaction.  The  former  is,  therefore,  to  be  preferred, 
but,  in  our  opinion,  it  should  not  be  attempted  until  the  Comptroller  has  secured 
an  agreement  with  all  or  nearly  all  state  bank  supervisors  to  make  a  joint  ruling, 
effective  after  reasonable  notice.  At  the  same  time,  a  study  might  profitably 
be  made  of  what  should  constitute  "net  deposits"  in  calculating  reserves,  for 
adoption  uniformly  by  supervising  authorities.  It  is  our  belief  that  the  excessive 
reserves  now  held  by  the  banks  make  the  present  an  especially  favorable  time 
to  endeavor  to  effect  this  reform. 
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The  majority  of  the  national  banks  object  to  the  practice 
of  the  reserve  banks  immediately  crediting  and  charging  a  member 
bank's  account  for  checks  presented  by  it  or  on  it.  They  prefer 
the  method  by  which  the  reserve  banks  would  send  the  items 
through  to  the  payee  bank  on  a  remittance  basis.  The  member 
banks  point. out  that  under  the  present  system  of  immediate  charge 
and  credit  they  do  not  know  at  any  one  time  what  are  their  balances 
with  the  reserve  bank.  Even  the  daily  statement  rendered  to  each 
member  does  not  seem  to  overcome  the  objection.  However,  this 
is  an  objection  which  should  adjust  itself  as  the  system  progresses 
when  the  banks  can  determine  the  normal  collection  balance  to  be 
maintained.  Thus  far  it  has  been  found  that  many  of  the  accounts 
have  been  overdrawn,  that  is,  the  reserves  have  not  only  been 
impaired,  but  in  some  cases  eliminated  entirely  and  the  reserve 
bank  has  had  to  carry  this  so  called  overdraft  or  "  float." 

The  national  banks  are  clearly  approaching  a  point  where  they 
must  make  a  momentous  decision.  The  natural  conservation  of 
bankers  and  the  unwillingness  to  try  experiments  will  induce  many 
to  adhere  as  long  as  possible  to  the  old  system  of  collections.  As 
the  Federal  Reserve  Act  requires  the  balances  of  the  reserves  to  be 
transferred  during  the  course  of  the  next  two  years  from  the  city 
banks  to  the  Federal  reserve  banks,  conditions  will  be  radically 
changed. 

As  the  committee  report,  referred  to  above,  well  states: 

The  tangle  of  reciprocal  collection  arrangements  which  the  competition  of 
half  a  century  has  developed  will  be  unraveled  and  ended.  Country  and  reserve 
city  banks  will,  therefore,  be  brought  face  to  face  for  the  first  time  with  the 
problem  of  collecting  their  foreign  items.  Reserves  with  reserve  agents  will 
no  longer  provide  and  pay  for  their  service.  Clearly  the  service  cannot  be  had 
for  nothing;  some  one  must  pay  the  cost.  Checks  now  count  as  reserves  and  the 
reserves  carry  the  cost,  but  when  the  reserves  have  been  completely  transferred 
this  will  not  be  so.  TJic^st  will  fall  primarily  on  the  bank  which  receives  the^ 
item  on  deposit.  IT  €Re  bank  is  unwiffing  to  bear  the  cost,  It"  ffiust  oE- 
viousiylmposcif  upon "ttie  person  depositing  the  foreign  item  by  either  exacting 
a  charge,  deducting  interest,  or  compelling  a  larger  balance  to  be  kept.  Now 
that  the  cost  of  collecting  foreign  items  is  to  be  shifted  from  the  reserve  agent 
to  the  bank  of  original  deposit,  the  latter  must  do  just  what  the  former  has 
done — analyze  its  accounts  and  require  those  who  deposit  foreign  items  to  keep 
compensating  balances. 

Clearly,  if  the  Federal  reserve  system  deprives  member  banks  of  their  present 
collection  faciUties,  it  must  provide  a  substitute;  not  only  must  it  do  this  as  a 
matter  of  both  justice  and  law,  but  it  should  do  it  as  a  matter  of  policy  as  well. 
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Numbers  are  essential  to  the  ultimate  success  of  the  collection 
system  of  the  Federal  resenre  banks.     At  present  because  of  the 
small  membership  in  most  districts,  a  member  bank  finds  perhaps  90 
per  cent  of  its  checks  uncoUectable  through  the  reserve  bank  col- 
lection system,  so  that  the  present  service  does  not  appreciably 
lighten  the  transit  work  of  the  average  bank.     The  system  to  be 
effective  must  enable  the  member  banks  to  dispose  of  all  of  its  out- 
of-town  checks  at  the  Federal  reserve  bank.     Members  of  the  Fed- 
eral reserve  system  (national  banks,  and  state  banks  which  have 
joined)  can  be  brought  into  the  collection  system  by  a  mandatory 
order  of  the  board  changing  the  system  from  a  voluntary  to  a  com- 
pulsory participation.     In  view  of  events  since  the  inauguration  of 
the  system  it  is  very  probable  that  such  a  change  shall  take  place. 
Sentiment  expressed  by  the  Federal  reserve  banks  favors  a  manda- 
tory system.     Three  districts  are  directly  opposed  to  the  manda- 
tory plan"  while  seven  express  themselves,  in  some  cases  with  more 
or  less  qualification,  in  favor  of  the  introduction  of  a  mandatory 
system,  most  of  the  banks  regarding  this  as  necessary  if  the  plan 
is  to  become  fully  effective."'     This  is  concluded  from  statements 
made  by  the  Federal  reserve  bank  officials,  several  of  which  are 
included  below: 

It  will  cettaMaVy  be  neceeBary  for  the  Board  to  issue  a  mandatory  order  before 
even  the  pieaen^.  pWi  would  be  of  sufficient  scope  to  reach  a  moderate  point  of 
effidency.  Many  of  the  banks  have  indicated  to  us  that  they  would  not  come 
in  unless  compeUed  to  do  so,  and  would  not  accept  the  mandatory  order  kindly 
by  reason  of  liie  great  loss  of  exchange. 

.  .  .  .  the  voluntary  collection  system  should  be  given  about  six 
months  more  to  operate  before  deciding  as  to  whether  it  is  sucoessful  ot  not. 
Banks  which  have  joined  it  are  now  advertising  the  fact  that  checks  on  them 

are  par  in .    We  believe  this  action  will  oblige  other  banks  to  join  the 

collection  system,  and  that  economic  pressure  will  come  from  depositors  of  the 
banks  and  from  the  merchants  who  now  have  to  pay  exchange  charges  which  will 
influence  more  banks  to  assent  to  the  collection  system. 

It  may  be  necessary,  and,  in  my  opinion,  wiU  likely  be  desirable,  that  the 
Board  mske  the  plan  compulsory  before  success  is  assured. 

We  believe  that  it  will  be  necessary  that  the  Board  issue  a' mandatory  order 
compelling  banks  to  join  the  check-collection  system  in  order  that  the  member 
banks  may  realize  the  full  benefit  of  the  arrangement.  Member  banks  generally 
expected  to  be  compelled  to  join  the  check-collection  system,  and  when  the 
volimtary  plan  was  offered  a  ku-ge  majority  preferred  to  defer  joining  until  they 

» Federal  Reserve  BuUeiin,  August,  1915,  p.  194. 
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oould  observe  the  effects  of  the  operation  of  the  plan  with  such  banks  as  decided 
to  join.  We  believe  that  if  the  plan  were  made  mandatory  it  would  in  a  reason- 
able time  commend  itself  to  our  member  banks,  but  for  the  present  the  fear  of 
the  necessity  of  maintaining  excess  balances,  on  which  no  interest  is  allowed, 
and  the  disinclination  to  reliquish  exchange  profits  deters  many  country  banks 
from  entering  the  voluntary  system. 

A  mandatory  order  would  by  no  means  solve  the  entire  problem, 
for  checks  on  non-member  state  institutions  are  a  large  factor. 
Provision  should  be  made  for  handling  these  items  by  each  reserve 
bank  for  its  members.  These  checks  on  non-members  would  have 
to  be  handled  on  a  collection  basis,  the  reserve  banks  forwarding 
the  checks  either  directly,  or  through  a  member  bank  in  the  same 
town,  and  upon  presentation,  a  draft  be  sent  to  the  reserve  bank 
upon  receipt  of  which  the  reserve  bank  would  credit  the  account 
of  the  member  that  turned  the  checks  over  for  collection. 

After  the  collection  system  was  made  compulsory  it  is  very 
likely  that  within  a  short  time  that  checks  on  non-member  state 
banks  would  be  discriminated  against,  because  the  member  bank's 
check,  due  to  efficient  collection  methods,  would  be  accepted  at 
par,  especially  within  a  reasonable  distance,^  whereas  the  check  of 
a  non-member  state  bank  would  not  be  payable  at  par,  but  would 
be  subject  to  an  exchange  charge.  Should  this  be  the  case,  deposi- 
tors of  state  banks  would  bring  pressure  to  bear  and  this  influence 
would  tend  to  force  the  other  state  institutions  into  the  federal 
reserve  system.  Check  collection  will  be  an  advantage  conferred 
by  the  Federal  reserve  system  which  the  state  banks  cannot  afford 
to  be  without,  because,  so  long  as  the  business  man  continues  to 
use  individual  checks  in  payment  of  accounts,  he  is  vitally  interested 
in  having  his  check  circulate  at  par  or  on  an  even  basis  with  other 
men's  checks.  Thus,  if  the  Federal  reeierve  bank  has  better  facilities 
for  handling  this  business,  it  can  set  the  standard  and  regulate 
domestic  exchanges  to  the  point  where  the  state  banks  must  either 
take  advantage  of  them  or  suffer. 

The  Federal  reserve  system  of  check  collection  is  no  doubt  a 
great  movement  forward  in  handling  this  troublesome  problem. 

*  It  is  true  that  agencies  outside  of  the  reserve  banks  will  become  active  in 
organizing  collection  systems  to  care  for  state  bank  checks,  but  it  is  difficult  to 
comprehend  a  S3rstem  which  would  be  as  extensive  as  the  proposed  system  con- 
ducted by  the  twelve  reserve  banks,  including  intra-district  and  inter-district 
collection. 
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With  the  introduction  of  inter-district  collection  it  will  no  doubt 
gp.in  popularity.    The  significant  fact  is  not  whether  the  Federal 
reserve  banks  will  handle  all  the  checks  in  the  country,  but  that  a 
nation-wide  movement  has  been  stimulated  and  the  handling  of 
out-of-town  checks  is  being  taken  up  by  almost  every  community  of 
importance  in  the  United  States.     The  country  clearing  house  has 
been  advocated  by  bankers  a  great  many  years  and  some  cities 
have  taken  it  up  with  very  successful  results.     Observation  of  such 
systems  in  operation  in  Boston,  Kansas  City  and  other  places 
makes  one  feel  confident  that  the  Federal  reserve  system  of  check 
collection  is  not  only  feasible  but  has  little  chance  of  failure. 


Digitized  by 


Google 


THE  DEVELOPMENT  OF  OUR  FOREIGN  TRADE 
UNDER  THE  FEDERAL  RESERVE  ACT 

By  John  Clausen, 
Manager,  Foreiga  Department,  The  Crocker  National  Bank  of  San  Francisco. 

The  Federal  Reserve  Act,  which  was  signed  by  the  President 
on  December  23, 1913,  and  has  since  become  operative  by  the  open- 
ing on  November  16, 1914,  of  the  Federal  reserve  banks,  has  indeed 
become  a  powerful  force  behind  the  business  machinery  of  our 
•  country,  and  while  it  may  contain  possibilities  of  abuse  and  mis- 
directed efforts,  as  a  whole  it  is  felt  that  banks  and  general  business 
will  be  benefited  in  that  through  able  and  harmonious  action  on  the 
part  of  our  financial  organizations,  we  will  be  in  a  position  to  more 
adequately  meet  the  growing  demand  for  international  commerce, 
and — ^if  ^ur  expectations  come  true — prevent  our  periodical  panics 
with  their  demoralizing  effect  and  cessation  of  business. 

Of  all  the  experiences  of  panics,  bitter  and  costly  as  some  of 
them  have  been,  perhaps  the  most  effective  was  the  proof  it  afforded 
that  strength  and  safety  are  to  be  foimd  only  in  systematic  combina- 
tion. We,  in  common  with  other  enterprising  nations,  are  approach- 
ing the  condition  of  economic  maturity. 

The  question  is  not  now  of  vital  importance  whether  twelve, 
eight  or  only  6ne  reserve  banking  center  will  bring  about  the  desired 
result,  whether  the  government  or  the  reserve  banks  should  effect 
the  note  issue  and  thereby  provide  a  more  elastic  circulating  medium 
to  better  meet  the  growing  demands  of  our  commerce,  and  it  should 
therefore  be  the  unbiased  aim  of  all  member  banks  to  lend  their 
every  support  to  the  new  institution  which,  no  doubt,  eventually 
will  work  out  to  the  benefit  of  all  concerned. 

It  is  necessary,  however,  for  the  enterprising  banker  and  busi- 
ness man  to  move  quickly  and  conform  with  new  conditions  in 
reorganizing  former  systems  to  advantageously  cope  with  the  pres- 
ent possibilities  of  broader  and  better  banking. 

There  are  many  reasons  why  the  country  banker,  particularly^ 
should  enter  upon  a  broader  field  of  operations.  Time  alone  will 
prove  with  what  vigorous  efforts  the  larger  banks  throughout  the 
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country  will  enter  into  competition  by  means  of  the  added  facilities 
afforded  them  by  the  National  Bank  and  the  Federal  Reserve  Acts 
for  maintaining  branches,  and  consequent  absence  of  restraint  in 
rivalry  for  business  relations  with  the  smaller  banks  who,  as  mem- 
bers and  depositors  of  the  federal  reserve  banks  will,  in  a  measure, 
no  longer  figure  as  correspondents  and  clients  with  their  former 
restrictive  territorial  rights. 

THE  NATIONAL  BANK  ACT 
and  Amendatory  thereof  and  Supplementary  thereto  reads : 

Section  5155  (Act  March  3, 1865).  It  shall  be  lawful  for  any  bank  or  bank- 
ing association,  organized  under  State  laws,  and  having  branchee,  the  capital 
being  joint  and  assigned  to  and  used  by  the  mother-bank  and  branches  in  definite 
pioportions,  to  become  a  national  banking  association  in  conformity  with  existing 
laws,  and  to  retain  and  keep  in  operation  its  branches,  or  such  one  or  more  of 
them  as  it  may  elect  to  retain;  the  amount  of  the  circulation  redeemable  at  the 
mother-bank,  and  each  branch,  to  be  regulated  by  the  amount  of  capital  assigned 
to  and  used  by  each. 

Every  financial  institution — the  small  comitry  bank  as  also 
the  large  city  bank — will,  therefore,  readily  appreciate  the  advan- 
tage, if  not  the  necessity,  of  systematically  preparing  and  arranging 
its  organization  for  the  awakening  of  a  more  modem  banking 
system,  with  its  equally  new  and  diversified  mode  of  competition. 

With  the  commercial  life  of  a  nation,  commerce  and  banking 
are  so  closely  interwoven  that  it  becomes  essential  for  every  person 
engaged  in  business  to  have  some  knowledge  of  the  part  played  by 
these  factors.  The  nature  and  the  use  of  money,  the  mechanism 
of  exchange  and  the  development  of  banking  in  various  parts  of  the 
world  are  features  of  vital  interest  to  the  commercial  man.  It  may 
not  be  amiss  to  here  show  the  successive  stages  in  the  evolution  of 
our  present-day  organized  system  of  banking: 

Thb  FntsT — for  obvious  reasons  to  be  considered  the  past — a  period  of 
initiative  experiments,  that  of  beginning  and  slow  but  steady  growth; 

Ths  Seconi>— the  present  stage  of  our  financial  machinery — generally 
termed  a  period  of  iransiiion; 

Thb  Thuo) — ^which  is  still  before  us — ^may  rightly  be  designated  as  the  period 
of  complete  maivrUy, 

Just  as  conditions  diflfer  in  the  various  sections  of  the  United 
States,  so  do  we  find  a  great  diversity  in  systems  and  methods  of 
operation  in  foreign  countries.  It  becomes  necessary  for  us  to 
study  these  essential  requirements  in  seeking  adequate  channels  for 


Digitized  by 


Google 


134  The  Annals  of  the  American  Academy 

expansion  of  our  import  and  export  trade  and  then  arrange  for  the 
corresponding  financial  support  to  establish  banking  connections 
to  care  for  and  promote  the  commerce  of  our  financial  and  business 
interests. 

The  world's  commerce  is  almost  in  its  entirety  financed  by 
bills  of  exchange,  which  in  turn  act  as  an  index  to  the  value  of  money. 
Increased  trade — both  domestic  and  foreign — very  logically  brings 
about  a  corresponding  demand  for  credits,  and  while  it  may  be 
comparatively  gasy  to  create  credit,  it  is  often  a  difficult  matter  to 
protect  it,  which,  economically  claimed,  can  only  be  done  by  main- 
taining an  adequate  amount  of  gold. 

The  Federal  reserve  bank,  with  its  holding  of  "gold  and  lawful 
money"  can,  for  this  reason,  very  eflfectively  find  employment  of 
its  resources  in  fostering  and  rendering  assistance  in  the  financing 
of  our  trade,  as  also  in  the  creation  of  a  broader  market  in  foreign 
centers  for  the  American  bank  credit,  and  especially  in  the  recogni- 
tion of  the  United  States  "dollar  acceptance." 

Under  the  terms  of  the  Federal  Reserve  Act  a  member  bank 
is,  under  certain  conditions,  permitted  to  accept  bills  of  exchange, 
and,  if  later  required,  to  negotiate  and  oflfer  such  acceptances  for 
rediscoimt  with  the  federal  reserve  bank  in  the  respective  district. 

FEDERAL  RESERVE  ACT 

Section  13.  Any  member  bank  may  accept  drafts  or  bills  of  exchange 
drawn  upon  it  and  growing  out  of  transactions  involving  the  importation  or 
exportation  of  goods  having  not  more  than  six  months'  sight  to  run;  but  no  bank 
shall  accept  such  bills  to  an  amount  equal  at  any  time  in  the  aggregate  to  more 
than  one-half  its  paid  up  capital  stock  and  surplus. 

Any  Federal  reserve  bank  may  discount  acceptances  which  are  based  on  the 
importation  or  exportation  of  goods  and  which  have  a  maturity  at  time  of  dis- 
count of  not  more  than  three  months,  and  endorsed  by  at  least  one  member  bank. 
The  amount  of  acceptances  so  discounted  shall  at  no  time  exceed  one-half  the 
paid  up  capital  stock  and  surplus  of  the  bank  for  which  the  rediscounts  are  made. 

The  rediscount  by  any  Federal  reserve  bank  of  any  bills  receivable  and  of 
domestic  and  foreign  bills  of  exchange,  and  of  acceptances  authorized  by  this 
Act,  shall  be  subject  to  Buch  restrictions,  limitations  and  regulations  as  may  be 
imposed  by  the  Federal  Reserve  Board. 

The  power  of  a  bank  to  accept  a  draft  or  bill  of  exchange 
enables  it  to  make  use  of  and  to  sell  for  a  consideration  its  credit, 
and  so  lend,  for  legitimate  use  in  trade,  vast  sums  without  depleting 
its  reserve  or  impairing  its  capability  for  making  additional  loans 
and  advances  to  its  clients. 
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While  the  act  permits  member  banks  to  accept  bills  of  exchange 
they  are  not  at  present  authorized  to  extend  such  facilities  to  clients 
for  the  acceptance  of  drafts  covering  domestic  transactions,  although 
the  state  banking  law  in  New  York  gives  permission  to  state  banks 
and  trust  companies  to  extend  these  facilities  for  both  foreign  and 
domestic  transactions.  This  is  likewise  the  case  in  Maryland,  Utah, 
Vermont  and  Texas — the  latter  restricted  to  foreign  acceptances 
only — ^but  the  laws  of  other  states  carry  no  provision  for  banks 
extending  to  their  customers  the  use  of  their  credit  in  the  development 
of  commercial  relations  and  it  would  seem  apparent  that  state  bank 
legislation  throughout  the  United  States  should  be  amended  to 
harmoniously  conform  to  the  new  and  better  system. 

The  New  York  banking  law  of  April  16,  1914,  provides  that 
banks  and  trust  companies  under  supervision  of  the  State  Banking 
Department,  are  permitted 

To  accept  for  payment  at  a  future  date,  drafts  made  upon  them  by  their 
customers  and  issue  Letters  of  Credit,  authorizing  the  holder  thereof  to  draw 
drafts  upon  them  or  their  coireepondents  at  sight  or  on  time,  not  exceeding  one 
year. 

The  business  of  banking  under  the  present  law  and  sphere  of 
activity,  therefore,  embraces  principally  the  fimction  of  collecting — 
lending  capital  and  extending  credit,  which  latter  is  not  easy  to 
overestimate  in  its  advantages  to  commerce  and  civiUzation. 

Amendments  to  the  Federal  Reserve  Act  of  a  technical  nature 
designed  to  strengthen  the  system  are  being  considered  by  members 
of  the  Tederal  Reserve  Board,  and  will  in  all  probability  be  laid 
before  Congress  at  its  next  session.  One  of  the  proposed  amend- 
ments would  change  the  law  so  that  acceptances,  based  upon 
domestic  and  commercial  transactions,  might  be  handled  by  federal 
reserve  banks. 

The  Federal  Reserve  Act  is  essentially  intended  to  bring  into 
existence  a  commercial  banking  system  to  assist  in  the  financing  of 
our  internal  and  external  trade  and  provide  a  market  for  commercial 
acceptaiices  based  upon  the  importation  and  exportation  of  goods, 
at  the  same  time  providing  for  an  automatic  re^stration 
of  such  operations,  which  is  a  very  vital  feature  to  prevent  over- 
extension of  credit.  In  the  case  of  time  bills  of  exchange  drawn  on 
and  accepted  by  banis  or  bankers  of  high  standing,  there  is  practical 
uniformity  of  security,  which  cannot  be  claimed  for  "  commercial 
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paper"  with  which  the  financial  markets  here  are  supplied,  the 
strength  of  such  obligations  depending  upon  the  standing  of  mis- 
cellaneous commercial  interests. 

While  we  cannot  hope  to  see  the  New  York  or  San  Francisco 
bill  of  exchange  take  the  place  of  the  so  well  and  favorably  known 
bills  on  London,  Hamburg  or  Paris,  recent  events  and  dislocation 
of  the  financial  structure  in  Europe  have  at  least  brought  the 
possibility  before  the  commercial  world  and  tended  to  bring  within 
our  reach  the  power  of  competing  on  terms  of  equality  with  our 
European  contemporaries. 

A  merchant,  for  instance,  instead  of  borrowing  cash  on  a  note 
from  his  banker  may  arrange — for  a  stipulated  commission  charge — 
to  use  the  bank's  credit  for  a  certain  length  of  time  and  a  given 
amount.  To  make  use  of  such  facilities  a  time  draft  may  be  issued 
against  the  bank,  which  in  turn  gives  the  required  acceptance. 
After  this  requisite  has  been  secured  the  merchant  is  in  position  to 
either  use  the  bill  of  exchange  in  the  settlement  of  his  trade  obliga- 
tions or  sell  the  same  through  a  bill  broker  in  the  open  market  and  so 
obtain  available  cash.  The  small  merchant's  paper,  endorsed  by 
his  bank,  is  as  acceptable  as  that  of  the  largest  merchant  or  corpora- 
tion, backed  as  it  is  by  security  of  the  bank  and  therefore  readily 
discountable  by  virtue  of  its  high  intrinsic  security,  as  the  most 
liquid  form  of  investment. 

It  is  in  this  class  of  paper  that  the  country  banks  will  in  future 
invest  their  surplus  fimds,  and  it  is  gratifjdng  to  note  that  the 
federal  reserve  banks  already  have  purchased  as  an  investment 
some  $14,000,000  of  such  bills — both  with  and  without  the  endorse- 
ment of  member  banks-^for  under  the  law  they  can  deal  in  accept- 
ances of  firms,  corporations,  individuals,  foreign  and  domestic  banks, 
even  though  they  are  not  secured  from  their  members. 

FEDERAL  RESERVE  ACT 

Section  14.  Any  Federal  reserve  bank  may,  under  rules  and  regulations 
prescribed  by  the  Federal  Res^ve  Board,  purchase  and  seU  in  the  open  market, 
at  home  or  abroad,  either  from  or  to  domestic  or  foreign  banks,  firms,  corpora- 
tions or  individuals,  cable  transfers  and  bankers'  acceptances  and  bills  of  exchange 
of  the  kinds  and  maturities  by  this  Act  made  eligible  for  rediscount,  with  or  with- 
out the  endorsement  of  a  member  bank. 

Every  Federal  reserve  bank  shall  have  power  to  establish  accoimts  with 
other  Federal  reserve  banks  for  ezchimge  purposes  and,  with  the  oonaent  of  the 
Federal  Reserve  Board,  to  open  and  T^ftintft^Ti  banking  accounts  in  foieiga  ooun- 
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tries,  appoint  oorrespondents  and  establish  agencies  in  such  countries  wheresoever 
it  may  deem  best  for  the  purpose  of  purchasing,  selling  and  collecting  bills  of 
exchange,  and  to  buy  and  sell,  with  or  without  its  endorsement,  through  such 
oorrespondents  or  agencies,  bills  of  exchange  arising  out  of  actual  commercial 
transactions  which  have  not  more  than  ninety  days  to  run  and  which  bear  the 
signatures  of  two  or  more  req;>onsible  parties. 

Time  bills  of  exchange  form  a  considerable  proportion  of  the 
reserves  of  the  great  banks  in  Europe. 

The  matter  of  a  ready  discount  market,  comparing  favorably 
with  prevailing  conditions  in  principal  centers  abroad,  is  worthy  of 
very  serious  consideration  and  while  the  feature  of  discount  and 
rediscoimt  provided  for  in  the  Federal  Reserve  Act  may,  in  the  main, 
be  regarded  as  in  the  nature  of  a  safety  measure,  it  is  hoped  that  as 
a  principal  aid  to  a  more  liberal  system  of  financing  our  domestic 
and  foreign  trade,  the  American  market  may  eflfectively  adjust  its 
rates  to  conform  with  those  prevailing  in  other  financial  centers  of 
the  world. 

Of  course,  the  value  of  money  apart  from  the  question  of 
whether  the  open  market  rate  of  discount  is  slightly  under  or 
slightly  over  the  Federal  reserve  bank  rate,  will  be  governed  by  the 
strength  of  that  institution,  and  the  prospect  of  a  demand  upon  its 
stock  of  gold  reserve,  as  is  the  case  with  our  British  friends  and 
their  relations  with  the  Bank  of  England. 

Single-name  paper  will  not  create  a  discount  market  as  we  find 
them  in  London,  Paris  and  Germany,  where  the  fluctuations  of 
rates  so  largely  depend  on  the  demand  for  and  supply  of  marketable 
bills  of  exchange,  which  owe  their  origin  to  trade  transactions  as 
balanced  against  the  demand  for  and  supply  of  money.  Low  dis- 
count rates  are  an  incentive  to  the  revival  of  trade,  and  advancing 
rates  in  turn  act  as  a  natural  check  on  trade  and  produce  a  gradual 
increase  or  decrease  in  the  demand  for  money. 

While  these  conditions  are  symptoms  in  governing  the  discount 
rates  in  Europe,  our  "call  loan''  rate  as  quoted  in  our  Eastern 
markets  has  only  an  indirect  relation  to  trade  conditions,  and  regis- 
ters mainly  the  speculative  demand  for  stocks. 

It  is  apparent  that  it  will  require  something  more  than  the 
offering  of  goods  to  build  up  and  hold  the  trade  that  we  are  now  in 
position  to  control  by  reason  of  the  temporary  trade  inactivity  of 
our  Europjean  contemporaries  who  are  at  present  using  their  energies 
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of  useful  production  in  trade  and  commerce  to  the  mechanism  and 
work  of  destruction. 

On  the  efficiency  of  the  Federal  Reserve  Act  must  depend  to  a 
large  extent  the  prospects  of  a  great  and  favorable  change  in  the 
international  position  of  the  United  States  which  will  now  enter 
into  the  competitive  field  of  operations  of  other  great  financial 
nations. 

The  export  trade  from  all  ports  of  the  United  States  during 
the  fiscal  year  just  ended — eleven  months  of  which  were  within  the 
period  of  the  European  War — ^attained  the  amazing  total  of  over 
$2,700,000,000  or  approximately  $1,100,000,000  more  than  the  value 
of  our  imports. 

These  increased  figures  are  largely  covered  by  our  exports  to 
European  countries — with  a  continuous  balance  of  trade  running 
very  heavily  in  our  favor — and  the  unsettlement  of  foreign  ex- 
changes is  consequently  a  matter  for  serious  consideration,  which 
at  present  is  uppermost  in  the  minds  of  our  commercial  and  financial 
interests. 

When  we  consider  that  the  Gold  Par  Values  of  the  ihree 
principal  exchanges  are  quoted  respectively  as  $4.86,656  for  the 
English  pound  sterling,  Frcs.  6.18,26  (value  of  $1.00)  for  the  French 
franc,  $0.95,2852  (value  of  Mks.  4.00)  for  the  German  Reichsmark, 
and  that  during  the  first  few  months — succeeding  the  start  of  the 
European  War — our  merchants  have  been  called  upon  to  effect 
liquidation  at  $5.00  to  $6.00  for  the  pound  sterling,  20c  ($5.00)  for 
the  French  franc  and  24}c  (0.98)  for  the  German  mark;  with  the 
problem  before  us  of  an  equal  unjustified  decline  in  these  exchanges, 
when  banks  have  been  selling  the  pound  sterling  at  4.50,  francs  at 
6.04  and  reichsmarks  at  0.81 — it  should  prove  of  particular  concern 
to  the  commercial  interests  in  this  country  and  not  a  difficult  matter 
to  convince  our  European  connections  that  the  time  is  opportime 
for  making  the  United  States  DoUar  the  basis  of  future  transactions. 
It  should  be  the  earnest  endeavor  of  every  merchant  and  banker  in 
our  country  to  give  the  American  Dollar  the  place  it  deserves  in 
our  international  trade. 

It  would,  in  my  opinion,  require  enormous  resources  and  espe- 
cially intimate  credit  arrangements  with  our  foreign  financial  con- 
temporaries, to  maintain  here  a  more  orderly  and  stabler  market  for 
their  exchanges — taking  into  consideration  the  himdred  million  or 
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more  of  favorable  monthly  trade  balance  which  the  United  States  is 
now  enjoying.  While  the  present  low  exchange  levels  will  materially 
affect  the  interests  of  our  exporters,  the  heavier  burden  will  later 
descend  upon  the  importers  in  foreign  countries,  who  will  be  obliged, 
if  my  conception  is  clear,  to  provide  for  pajrment  in  American 
Dollars  to  cover  future  purchases. 

It  may  be  of  interest  here  to  show  how  imder  present  conditions 
a  shipment,  for  example,  of  coffee  from  Guatemala,  may  be  financed 
in  United  States  dollars  over  New  York  or  San  Francisco,  instead 
of  London,  Paris  or  Germany,  as  heretofore. 

The  shipper  in  Guatemala  is  not  in  a  position,  we  will  say,  to 
await  the  arrival  of  the  shipment  in  the  United  States  and  the  corre- 
sponding reimbursement,  before  receiving  in  cash  the  amount  of  his 
invoice,  and,  on  the  oiher  hand,  the  purchaser  here  is  unable,  for 
various  reasons,  to  effect  payment  before  the  goods  arrive  and  until 
they  have  been  paid  for  by  his  customers. 

A  "commercial  letter  of  credit"  is,  therefore,  suggested  and 
supplied  by  his  local  bank,  which  authorizes  the  shipper  in  Guate- 
mala to  draw  against  the  issuing  bank  in  this  country,  or  its  corre- 
spondent in  New  York,  San  Francisco,  New  Orleans,  etc.,  say  at 
ninety  days  sight,  with  shipping  dociunents  attached  to  cover  the 
value  of  shipment. 

The  letter  of  credit  is  delivered  to  the  merchant  here  against 
the  usual  guarantee,  and  he  in  turn  forwards  the  same  to  the  shipping 
firm  in  Guatemala  with  the  necessary  instructions  to  effect  ship- 
ment within  a  specified  time,  also  stated  in  the  credit,  as  well  as  the 
manner  in  which  the  insiu*ance  is  to  be  cared  for. 

Immediately  upon  receipt  of  this  instrument  the  shipper 
arranges  to  forward  the  coffee,  obtains  the  required  set  of  bills  of 
lading,  invoices  and  insiu*ance  certificates,  and  takes  the  same  to 
his  local  banker  who  prepares  a  bill  of  exchange  in  terms  with  the 
credit.  The  issuance  is  then  negotiated  and  the  shipper  receives 
his  money.  The  Central  American  banker  subsequently  forwards 
the  bill  of  exchange  and  dociunents  to  his  agent  in  the  United  States 
who  secures  the  necessary  "acceptance,"  after  which  the  bill  is  held 
for  maturity,  or  discoimted,  as  may  best  suit  the  interests  of  the 
negotiating  bank  in  Central  America.  Upon  acceptance  of  the  bill, 
the  bank  here  giving  that  requisite,  retains  the  documents  to  be 
later  delivered  to  its  client  under  what  is  termed  a  "trust  receipt," 
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and  after  defraying  the  amount  of  duties,  the  interested  party 
obtains  possession  of  the  coflfee.  Upon  date  of  maturity  of  the 
acceptance,  granting  that  it  was  given  in  San  Francisco,  or  five 
days  prior  if  credit  was  issued  in  San  Francisco  with  drafts  payable 
in  New  York,  the  amount  is  collected  from  the  client  who  is  also 
called  upon  to  pay  the  usual  commission  charges,  and  in  this  manner 
the  negotiation  is  concluded. 

It  is  opined  that  we  as  a  nation  cannot  successfully  develop 
our  foreign  trade  so  long  as  it  is  necessary  for  us  to  operate  through 
banking  institutions  of  competing  countries,  and  while  the  Federal 
Reserve  Act  provides  for  the  establishment  by  member  banks  of 
branches  in  foreign  countries,  it  is  felt  that  few  banks  care  to  assume 
the  risk  separately. 

FEDERAL  RESERVE  ACT 

Section  25.  Any  national  banking  association  possessing  a  capital  and 
surplus  of  $1,000,000  or  more  may  file  application  with  the  Federal  Reserve 
Board,  upon  such  conditions  and  under  such  regulations  as  may  be  prescribed 
by  the  said  board,  for  the  purpose  of  securing  authority  to  establish  branches  in 
foreign  countries  or  dependencies  of  the  United  States  for  the  furtherance  of  the 
foreign  commerce  of  the  United  States,  and  to  act,  if  required  to  do  so,  as  fiscal 
agents  of  the  United  States.  Such  application  shall  specify,  in  addition  to  the 
name  and  capital  of  the  banking  association  filing  it,  the  place  or  places  where 
the  banking  operations  proposed  are  to  be  carried  on,  and  the  amount  of  capital 
set  aside  for  the  conduct  of  its  foreign  business.  The  Federal  Reserve  Board 
shall  have  power  to  approve  or  to  reject  such  application  if,  in  its  judgment,  the 
amoimt  of  capital  proposed  to  be  set  aside  for  the  conduct  of  foreign  business  is 
inadequate,  or  if  for  other  reasons  the  granting  of  such  application  is  deemed 
inexpedient. 

Every  national  banking  association  which  shall  receive  authority  to  estab- 
lish foreign  branches  shall  be  required  at  all  times  to  furnish  information  concern- 
ing the  condition  of  such  branches  to  the  Comptroller  of  the  Currency  upon  de- 
mand, and  the  Federal  Reserve  Board  may  order  special  examinations  of  the 
said  foreign  branches  at  such  time  or  times  as  it  may  deem  best.  Every  such 
national  banking  association  shall  conduct  the  accoimt  of  each  foreign  branch 
independently  of  the  accoimts  of  other  foreign  branches  established  by  it  and  of 
its  home  office,  and  shall  at  the  end  of  each  fiscal  period  transfer  to  its  g^ieral 
ledger  the  profit  or  loss  accruing  at  each  branch  as  a  separate  item. 

A  bill  will  probably  be  mtroduced  in  Congress  in  December, 
providing  that  member  banks  may  co6perate  for  the  piu-pose  of  jointly 
owning  and  operating  foreign  banks. 

Jointly  owned  foreign  banks  would  appear  to  best  serve  the 
requirements  of  the  coimtry  as  a  whole.    Codperation  thrives  best 
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where  action  through  association  is  legally  possible  and  practically 

safe. 

We  are  all  aware  that  there  is  an  undoubted  tendency  on  the 
part  of  our  commercial  element  to  secure,  if  possible,  an  enlargement 
of  the  fmictions  performed  by  bafiks.     It  is  possible  that  the  con- 
servatism natural  and  proper  to  bankers  leads  them  to  view  such  a 
tendency  with  imdue  suspicion,  but  just  as  the  conception  of  a 
banker's  function  has  been  vastly  widened  since  the  dajrs  of  old, 
so  the  process  will  continue  in  the  days  that  are  to  come.     Develop- 
ments of  this  kind  are  healthy,  and  wise  men  will  not  be  disposed 
to  obstruct  them.     A  nation  that  would  prosper  in  international 
trade  must  first  become  a  world  banker  and  the  wealth  and  power  of 
this  country  entitles  it  to  a  position  of  leadership  in  every  market. 
A  combination  of  circumstances  and  forces,  economic,  political 
and  moral,  is  bringing  our  people  each  day  to  a  fuller  realization  of 
the  part  we  are  called  upon  to  play  in  giving  to  the  world  an  example 
of  the  possibility  and  practicability  of  international  co5peration. 

As  the  United  States  of  America  enters  into  the  international 
arena,  it  becomes  more  and  more  apparent  that  national  solidarity 
should  be  carefully  built  up  and  consistently  nourished.  Om- 
coimtry  is  larger  than  any  national  unit  which  has  ever  taken  a 
part  in  the  world's  history.  It  appears  to  me  that  our  problems  will 
consequently  be  greater  and  that  they  will  require  a  sounder  and 
more  consistent  study  than  it  has  been  necessary  to  devote  to  our 
problems  during  the  rich  days  of  om  youthful  and  almost  boundless 
development.  When  we  face  the  markets  of  the  world,  there 
should  not  be  a  western  or  an  eastern  point  of  view  to  be  met  by 
our  foreign  customers.  We  should  be  imited,  not  merely  in  our 
loyalty  to  the  flag,  but  in  the  intelligent  understanding  of  all  the 
fimdamentals  of  om*  business  and  economic  life. 

May  I  aflten,  in  conclusion,  that  if  oiu  people  have  the  com- 
mercial sagacity  to  recognize  the  drift  of  events  and  to  act  in  accord- 
ance with  the  spirit  of  the  times,  there  ought  to  be  no  serious  diffi- 
culties in  bringing  about  an  expansion  of  foreign  trade  relations  that 
will  give  us  a  far  more  potent  influence  than  this  coimtry  has  ever 
before  exercised  in  the  councils  of  the  nations  and  so  become  a 
powerful  factor  in  the  maintenance  of  international  peace — ^which 
for  every  coimtry  is  the  greatest  of  all  achievements. 
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By  George  J.  Seat, 
GovemoTy  Federal  Reserve  Bank,  Richmond,  Va. 

Any  change  in  the  economic  practices  of  a  nation  of  such  vital 
importance  as  the  adoption  of  a  new  banking  system  and  the  con* 
sequent  changes  in  banking  and  commercial  credit  practices,  which 
will  undoubtedly  be  involved,  must  require  some  reasonable  time 
for  the  adjustment  of  the  minds  of  those  most  directly  concerned 
-^the  bankers. 

This  remains  true,  notwithstanding  the  thoroughly  known  fact 
that  we  have  been  working  towards  this  change  for  some  years, 
and  the  further  fact  that  the  law  finally  enacted  was  discussed  from 
one  end  of  the  country  to  the  other.  Its  principles  are  understood, 
but  it  is  the  practical  working  of  the  law  which  is  now  being  studied. 

The  national  banks  were  swept  into  the  new  system  by  opera- 
tion of  law,  but  they  constitute  a  minority  of  -the  banks  of  the 
country,  both  in  niunbers  and  resoiu-ces.  What  magnitude  the 
development  of  the  federal  reserve  system  will  attain  will  therefore 
depend  upon  the  entry  of  the  state  banks. 

What  is  the  present  attitude  of  the  state  banks?  The  liberty- 
loving  people  of  this  Republic  are  impatient  of  either  restraint  or 
regulation  of  their  personal  or  business  affairs,  and  their  experi- 
ences with  excesses  of  regulation  of  business  within  the  last  ten 
years  have  not  deadened  their  sensibilities,  but  the  contrary.  Regu- 
lation is  yet  on  the  increase.  Organization  of  bank  resources  is  far 
more  the  keynote  of  the  federal  reserve  system  than  regulation, 
but  it  seems  clear  that  the  thought  of  regulation  is  at  present  the 
cause  of  hesitation  on  the  part  of  state  banks,  particularly  the  large 
state  banks. 

It  matters  not  that  the  national  banks  may  have  been  regulated 
to  their  own  good  and  the  good  of  the  country,  and  that  state  banks 
in  some  of  the  states  are  now  strictly  regulated.  It  is  combined 
regulation,  or  too  much  regulation  which  is  feared. 

One  of  the  purposes  of  the  Federal  Reserve  Act  set  forth  in  its 
title  is  to  "establish  more  effective  supervision  of  banking  in  the 
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Uiiited  States'' — ^the  vital  importance  of  which  no  sound  banker, 
state  or  national,  will  pretend  to  dispute.  It  has  been  made  plain 
by  rules  promulgated  by  the  Federal  Eeserve  Board  relating  to  the 
admission  of  state  banks  into  the  system,  that  the  purpose  of  the 
Board  is  to  establish  that  "efifective  supervision"  with  respect  to 
state  banks,  rather  than  attempt  to  accomplish  that  much  broader 
and  more  restrictive  pxupose  conveyed  by  the  word  "regulate/* 

In  my  judgment  the  distinction  is  one  to  be  borne  in  mind  in 
the  development  of  the  federal  reserve  system.  The  utmost  free- 
dom in  banking  consistent  with  soimdness  should  be  permitted  in 
this  coimtry  with  its  broad  expanse  of  territory,  its  widely  varying 
interests,  and  its  different  local  practices.  It  is  organization  for  the 
conunon  good  and  effective  supervision  which  should  be  aimed  at, 
with  no  more  regulation  than  is  necessary,  and  the  division  of  the 
country  into  federal  reserve  districts  under  managements  elected 
by  the  member  banks  of  each  district,  with  a  central  supervision, 
is  a  highly  practical  plan,  well  designed  to  accomplish  the  purpose. 
Notwithstanding  the  reasons  here  put  forward  it  still  remains  a 
matter  of  wonder  that  what  is  clearly  the  most  beneficial  piece  of 
financial-commercial  legislation  ever  enacted  in  this  country  has 
not  met  with  more  instant  recognition  and  adoption  by  banks  gen- 
erally. The  public  has  been  quick  to  see  the  benefits  which  have 
come  and  are  yet  to  come,  and  that  being  so,  as  I  believe,  banking 
recognition  will  inevitably  follow. 

It  has  been  the  deliberate  opinion  in  this  country  that  the  inde- 
pendent local  bank  is  the  most  effective  agent  to  minister  to  the 
financial  needs  of  the  community,  small  or  large.  Whether  this 
has  been  an  economic  mistake,  or  whether  it  could  have  been  better 
done  by  a  branch  banking  system,  I  will  not  undertake  to  argue. 
The  multitude  of  small  banks,  however,  increases  the  difficulty  of 
gathering  them  into  a  unified  system  and  will  probably  delay  that 
greatly  to  be  desired  end,  which  may  nevertheless  come  sooner  than 
is  noTir  anticipated. 

The  credit  and  the  currency  principles  of  the  Federal  Reserve 
Act  are  so  sound,  and  the  provision  for  concentration  of  the  huge 
reserves  of  the  banks  for  common  use  contains  within  itself  such 
manifest  benefits,  heretofore  unattainable;  such  mighty  power  for 
development  and  stability;  such  assured  protection  for  the  banks 
and  the  trade  of  the  nation,  as  to  command  the  patriotic  co5peration 
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of  all  bankers,  and  such  cooperation  will  without  doubt  in  due  course 
be  rendered,  and  cannot  fail  to  be  in  the  interest  of  the  banks  them- 
selves. 

It  is  not  a  matter  of  theory,  or  mere  optimistic  forecast,  but  of 
deliberate,  cold  calculation,  based  upon  our  own  past  experiences,  to 
determine  the  power  which  the  organized  and  the  concentrated 
reserves  of  the  banks  of  this  country  (and  of  om-  huge  gold  supply 
constantly  growing,  over  which  our  banking  system  should  give  us 
control)  must  exercise  in  the  development  of  oiu*  credit  resoiu'ces,  in 
stabilizing  oiu-  interest  rates  and  in  warding  off  oiu-  currency  panics, 
and  when  we  reflect  upon  oiu*  progress  during  the  past  quarter 
century  imder  grave  and  well  recognized  handicaps  it  may  well 
stagger  the  understanding  to  consider  what,  with  our  improved 
banking  machinery  in  full  working  order,  may  reasonably  be  within 
our  reach  in  commerce  and  finance  in  the  near  futiu*e.  There  is  no 
question  in  my  mind  that  this  will  take  hold  upon  the  thoughts  of 
the  bankers  of  the  country  and  bring  their  support  to  the  system. 

We  now  occupy  a  truly  wonderful  position  with  respect  to  the 
rest  of  the  world.  Our  money  and  credit  resom-ces  and  our  food 
and  other  material  supplies  are  superabundant.  The  opportunity 
is  given  to  supply  the  rest  of  the  world  from  oiu*  abundance,  not 
only  the  nations  at  war,  but  those  countries  which  have  heretofore 
been  supplied  by  the  nations  at  war.  Never  in  the  life  of  this  na- 
tion has  such  an  opportunity  been  presented,  and  it  is  not  reasonable 
to  look  for  its  repetition. 

It  is  time  to  perfect  oiu-  banking  and  commercial  machinery 
with  a  view  to  that  which  must  come  after;  a  time  to  prepare  for 
the  extension  of  our  commerce  within  and  without  the  country; 
to  prepare  oiu-  manufacturing  plants  for  competition  and  to  reha- 
bilitate our  transportation  industries.  Opportunity  does  not  twice 
knock  as  it  is  now  knocking  at  the  door  of  this  country. 

The  important  powers  conferred  upon  federal  reserve  banks  and 
contemplated  by  the  act,  in  addition  to  the  ordinary  functions  of 
banking,  are  these: 

1.  Note  issue. 

2.  Assumption  of  the  fiscal  agency  and  general  banking  functions  of  the 
government. 

3.  Establishment  of  foreign  agencies  and  international  dealings. 

4.  Supervision  over  member  banks. 
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Among  the  new  and  important  powers  and  privileges  granted  to 
the  member  banks  by  the  act  are  these: 

1.  The  privilege  of  converting  bills  receivable  into  reserve  by  rediscounting 
with  the  federal  reserve  banks.  This  gives  them  the  use  of  that  portion  of  their 
reserves  required  to  be  kept  with  the  reserve  banks. 

2.  The  power  of  acceptance  in  conunercial  transactions  involving  the  im- 
portation and  exportation  of  goods. 

3.  The  limited  power  to  establish  foreign  branches. 

The  early  development  of  the  federal  reserve  system  will  be 
along  these  lines.  It  is  not  believed  to  be  expedient  for  the  reserve 
banks  to  enter  foreign  fields  for  any  purpose  under  present  condi- 
tions. 

One  of  the  most  important  developments  that  should  come  from 
the  development  of  the  system  is  the  simplification  and  unification 
of  our  currency.  It  is  not  practicable  within  the  limits  of  this 
article  to  enter  into  details  of  how  this  may  be  done,  but  it  should 
be  and  will  be  accomplished,  in  my  judgment. 

Some  few  amendments  to  the  act  are  doubtless  desirable.  They 
are  practical  in  their  nature.  To  my  mind  it  is  of  very  great  im- 
portance that  the  full  provisions  of  the  Federal  Eeserve  Act  should  be 
put  in  force  at  the  earliest  date  practicable,  and  without  waiting  for 
the  gradual  changes  during  the  three  year  term  provided  in  the  act, 
two  years  of  which  have  yet  to  run.  It  is  of  such  seeming  importance, 
and  involves  so  many  details  of  the  practical  working  of  the  system, 
that  I  have  confined  this  article  chiefly  to  an  argument  in  favor  of  an 
amendment  to  that  effect. 

There  is  now  afforded  the  best  opportunity  this  country  has 
ever  had,  and,  so  far  as  hiunan  foresight  can  determine,  in  the  light 
of  exp>erience,  the  best  opportunity  it  can  ever  hope  to  have  to  com- 
plete the  regeneration  of  its  banking  system.  Moreover,  if  under- 
taken now,  no  risk  will  be  incurred,  but  on  the  contrary,  there  will 
be  put  into  action  the  most  effective  means  within  om:  command 
to  correct  a  situation  which,  by  almost  common  consent  among 
experienced  bankers,  contains  a  growing  menace,  and  from  which 
we  can  hardly  otherwise  hope  to  emerge  without  a  repetition  of 
some  of  the  evils  which  have  been  the  outcome  of  similar  situations 
in  times  past. 

The  enormous  and  continually-piling-up  bank  reserves  imderthe 
combined  effect  of  the  new  system,  and  the  overlapping  operation 
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of  the  old,  afford  a  supply  of  credit  far  beyond  any  sum  ever  before 
made  available  in  this  country.  Human  nature  has  never  hereto- 
fore been  able  to  resist' using  too  abundant  bank  resources  for  specu- 
lation and  inflation,  and  we  cannot  reasonably  expect  it  to  resist  the 
present  opportunity,  even  under  the  restraining  influences  of  present 
world-conditions.  As  a  direct  result  of  the  Federal  Reserve  Act  in 
its  first  period  of  operation,  the  volume  of  credit  which  the  banks 
could  legally  grant,  based  upon  the  reserves  held,  was  enormously 
increased  at  a  time  when  an  increase  was  needed  as  never  before. 
The  subsequent  growth  of  these  reserves  to  such  a  remarkable 
extent  has  been  due  to  causes  well  understood;  but  the  diminished 
percentage  of  reserves  now  required  to  be  held  is  the  chief  cause  of 
the  enormous  apparent  excess  of  reserves  shown. 

The  following  table  will  illustrate  in  a  graphic  manner,  far  better 
than  verbal  description,  the  entire  reserve  position  of  the  banks, 
and  the  change  which  will  be  brought  about  by  putting  the  act  in 
full  operation  at  the  present  time. 

The  figures  are  made  up  from  the  Comptroller's  statement  of 
May  1,  1915.  The  latest  statement  available  would  be  that  of 
June  23,  but  the  labor  involved  in  readjusting  the  figures  to  that 
date  would  be  very  considerable,  and  would  not  better  serve  the 
purpose  of  illustration.  It  is  sufficient  to  say  that  a  statement  of 
current  date  would  show  still  more  exaggerated  conditions. 


Deposits  REQumiNa  Keservb 

Compiled  from  the  Comptroller's  Statement,  May  1,  1015 


Ceotral  Reser\'e  Banka 
$2,032,000,000 


Reserve  City  Banks 
$2,035,000,000 


Country  Banks 
$3,130,000,000 


Total 
$7,197,000,000 


BB8BBVB8  NOW  HBLD 

In  vault 

In  federal 
reserve  banks 

Total  held  in 

vaults  and 

federal 

reserve  banks 

Balances 

with  other 

banks 

Total  reserve 
held 

Central  reserve 
cities 

$356,978,000 
178,049,000 
200.110,000 

$154,415,000 
65,475,000 
74,848,000 

$511,393,000 
238,524.000 
283,958,000 

$511,393,000 

Reserve  dties 

Country  banks  . . . 

$294,314,000 
454.382,000 

532388,000 
738,840.000 

$739,137,000 

$294,738,000 

$1,033,875,000 

$748,696,000 

$1,782,571,000 

Legal  reserve  required  to  be  held . 
Exoeee  raeerve 


1,054.710,000 
$727,861,000 
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Central  nmrv 
citiM«-18.... 

Optional  &-18  . . 

Rcawre  dtiea  5-15 

Optional  4-15  . . . 

Country  banks 
4-12 

Optional  ^12  . . . 


$121,925,000 

101,604,000 

101,760.000 

81.415,000 

127,875,000 
05,907.000 


7-18  $142^0,000 


5-15    122.123,000 


$630,496,000 


5-12    159.845,000 


8424.214,000 


$365,775,000 


805.307,000 


883,628,000 


$1,054,710,000 


$1,054,710,000 


Amount  of  balances  with  other  banks  whioh  would  be  eliminated  from 
aet  were  put  into  immediate  and  fuU  operation 


Uthe 


$727,861,000 


It  is  of  course  well  understood  that  part  of  the  reserve  which 
some  of  the  national  banks  were  required  to  maintain  could  under 
the  old  law  be  kept  on  deposit  with  other  national  banks  located 
in  the  reserve  and  central  reserve  cities. 

As  will  be  seen  in  the  foregoing  statement  these  balances  with 
other  banks  amounted  to  $748,000,000  or  more  than  the  entire 
amount  of  surplus  reserves. 

The  Federal  Reserve  Act  provides  that  these  balances  shall  be 
gradually  withdrawn  over  a  period  of  three  years,  to  the  extent 
necessary  to  provide  the  cash  required,  both  in  bank  vaults  and  in 
federal  reserve  banks  and  after  that  time  nothing  will  be  allowed 
to  count  as  legal  reserve- except  cash  in  bank,  or  balances  with 
federal  reserve  banks. 

The  amount  of  these  balances  necessary  to  be  withdrawn  for 
transfer  to  the  federal  reserve  banks  and  to  provide  the  cash  reserve 
required  is  about  $157,000,000,  which  would  still  leave  on  deposit 
with  other  banks  the  difference  between  that  amount  and  the 
$748,000,000  shown  above,  or  $591,000,000.  But  this  huge  sum 
remaining  on  deposit  will  not  be  allowed  to  count  as  legal  reserve, 
as  hereinbefore  stated. 

It  is  very  plain,  •  therefore,  that  the  new  law  will  eliminate 
an  immense  sum  of  bank  credit  from  the  legal  reserves  of  banks  as 
heretofore  maintained.  It  was  of  course  designed  to  accomplish 
this  purpose. 

Now,  while  the  amount  of  reserves  "released''  at  the  inaugura- 
tion of  the  system  was  about  $450,000,000,  the  amount  which  will  be 
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eliminated  when  the  act  goes  into  full  operation  will  be  about 
$727,000,000 — the  calculations  being  based  upon  existing  conditions. 
If,  therefore,  within  the  next  two  years,  bank  loans  should  become 
expanded  in  any  measure  approximating  the  limit  possible  upon 
the  present  basis  of  reserves,  the  contraction  which  will  be  brought 
about  by  putting  the  act  into  complete  operation  cannot  fail  to 
cause  distress. 

If,  upon  top  of  this,  as  the  end  of  the  period  approaches,  and 
in  the  event  of  the  ending  of  the  war,  the  other  nations  take  meas- 
ures— which  they  imdoubtedly  will  then  be  able  to  take — to  recover 
the  gold  which  they  have  been  compelled  to  send  us,  and  which 
they  will  be  needing  badly  to  put  their  own  financial  houses  in 
order,  the  situation  will  be  still  more  gravely  complicated. 

Since  both  of  these  eventualities  are  to  be  seriously  reckoned 
with,  it  becomes  a  matter  of  very  grave  consequence  to  consider 
whether  the  ad  shoiUd  be  at  once  amended  so  as  to  enable  aU  of  its 
reserve  provisions  to  be  pvi  into  immediate  effect  while  it  can  be  done 
with  ease  and  benefit.  It  is  almost  certain  that  when  the  time  ap- 
proaches to  put  the  act  in  operation,  given  conditions  of  inflation 
or  even  legitimate  absorption  of  surplus  reserves  on  a  large  scale, 
opposition  to  it  will  arise,  because  of  the  contraction  which  must 
ensue;  and  that  fact  will  be  a  powerful  argument  to  postpone,  if 
not  defeat,  the  completion  of  the  act.  The  sound  credit  and  reserve 
provisions  were  put  in  the  act  only  after  many  years  of  preparation 
and  effort  and  against  all  kinds  of  opposition.  To  have  to  com- 
promise now  upon  any  important  principle,  after  victory  has  been 
won,  would  be  a  calamity. 

It  has  been  reported  that  at  the  recent  convention  of  the  Am- 
erican Bankers'  Association  a  resolution,  approved  by  the  Adminis- 
trative Council,  was  submitted  and  passed  advocating  the  attempt 
to  procure  an  amendment  to  Section  19  of  the  act  to  permit  country 
banks  to  keep  "4  per  cent  of  their  reserve  with  any  national  bank 
in  a  reserve  or  central  reserve  city — ."  If  this  means  a  reserve  of 
4  per  cent  on  the  amount  of  their  deposits — as  it  was  doubtless 
intended  to  mean^t  would  be  a  sum  of  one-third  greater  than  the 
"optional  reserve"  required  to  be  held  under  the  act,  and  would 
involve  $128,000,000,  if  calculated  upon  present  deposits. 

Such  a  provision  would  be  a  dangerous  weakening  of  reserves, 
especially  when  coming  upon  top  of  the  reduced  requirements,  and 
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would  be  a  sacrifice  of  the  principle  of  the  act  and  bring  discredit 
upon  the  system.  It  would  also  be  a  decided  step  towards  that 
inflation  of  which  some  bankers  have  already  accused  the  act. 

The  passage  of  this  resolution  will  serve  to  illustrate  the  dangers 
the  act  will  inevitably  have  to  run  while  going  through  its  various 
stages  of  development.     At  each  change  opposition  of  some  char- 
acter is  likely  to  arise.     At  the  time  the  federal  reserve  banks  were 
laimched  it  would  have  been  impossible,  without  disaster,  to  make 
the  adjustments  required  to  put  the  act  into  full  operation.     The 
amount  of  cash  held  by  the  banks  was  then  short  of  actual  require- 
ments by  $134,000,000,  and  the  amoimt  which  would  have  been 
required  to  make  the  adjustments  back  and  forth  between  reserve 
and  central  reserve  and  coimtry  banks  would  have  caused  a  much 
heavier  deficiency  before  final  adjustments  could  have  been  accom- 
plished and  no  reserves  would  have  been  released.     Rediscounting, 
of  course,  could  hav^  been  resorted  to  in  order  to  make  up  the 
deficiency  in  cash,  but  severe  disturbance  would  have  followed  in 
any  event. 

SHOwnfo  What  Woxtij>  Bb  thb  Akoxtnt  or  Resbbves  Rbquibed  umdbr  thb 
ou)  Law,  and  thb  Pbopobtion  of^thb  Amoumt  Now  Held  Which  Couij) 
Bb  Counted  ab  Leoal  Rbsbbyb 


CentnU  reaerve  eities 

RcMTveoitiM 

Country  banks 

Reserve  required    . . 
Legal  reserve 

(25%)  $608,000,000 
511,396,000 

(25%)  $600,000,000 
492,546,000 

(15%)  $443,300,000 
558,418,000 

£xceBS 

$3,396,000 

Def.        $7,454,000 

$115,118,000 
111,060,000 

37,000,000 
187,800,000 

Net  excess 

Excess  balances  with 
agents,  not  allowed 
to  count  as  reserve: 
Reserve  cities  .... 

Country  banks .  .  . 

Excess  reserves  un- 
der present  law . 

$727,861,000 

DifiFerence  between 
old  and  new  ex- 
cess reserves' . . . 

$616,801,000 
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Conditions  now  are  radically  diflferent,  and  the  act  can  now  be 
put  in  full  operation  with  far  greater  facility  than  that  with  which 
the  initial  transfers  were  accomplished. 

To  illustrate  the  extent  to  which  the  act  in  its  present  chrysalis 
stage  is  responsible  for  existing  huge  legal  bank  reserves,  it  is  highly 
illuminating  to  examine  into  what  would  be  the  reserves  under  the 
old  law.    This  is  shown  in  the  table  below; 

It  is  interesting  also  to  compare  the  above  statement  with  the 
condition  of  the  banks  on  October  31, 1914,  just  prior  to  the  opening 
of  the  reserve  banks. 

Statement  Showing  the  Resebve  CoNDmoN  of  National  Banks  October 

31, 1914 


Central  roaorvo  oities 

Reserve  cities 

Country  banks 

Reserve  required  . . . 
Reserve  held 

$411,265,000 
409,204,000 

$484,083,000 
455,619,000 

$537,910,000 
576,484,000 

Excess  or  deficit .... 
Net  excess 

Def.        $2,051,000 

Def.      $28,464,000 

Excess  $38,574,000 
8,059,000 

Excess  balances  with 
agents,  not  allowed 
to  count  as  reserve: 

111,420,000 

The  reserve  city 
banks  held  an  ex- 
cess in  cash  of . . 

20,520,000 

But  were  short  in 
their  reserve  with 
agents 

48,984,000 

Making  the  net  short- 
age in  their  reserve, 
as  above 

28,464,000 

It  is  reasonably  clear  upon  the  face  of  things  that  the  act  could 
now  be  put  in  complete  operation  without  disturbance  or  injury 
to  finance  or  commerce,  and  with  benefit  to  the  member  banks  in 
steadying  interest  rates — now  thoroughly  demoralized  and  endan- 
gering profits. 

The  condition  of  federal  reserve  banks  after  readjustment  would 
be  about  as  follows: 
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Capital  stock — Statement  September  11 $54,772,060 

Reserve  Deposits — ^Minimum  required  after  adjustment 424,714,000 

Federal  Reserve  notes — ^net 17,527,000 

All  other  liabilitiee 3,068,000 

$500,081,000 
The  amount  of  "optional  reserves''  required  be  to  carried  by  the 
banks  either  in  their  own  vaults  or  in  federal  reserve  banks 
wouM  bo $278,926,000 

It  is  reasonable  to  suppose  that  some  portion  of  these  reserves 
will  be  carried  in  federal  reserve  banks. 

Government  deposits  have  not  been  considered,  although  the 
banks  now  hold  $15,000,000  of  such  deposits. 

It  has  been  shown  that  a  return  to  the  old  law  would  have  the 
effect  of  reducing  excess  bank  reserves  from  $727,000,000  to  $111,- 
000,000.  Putting  the  reserve  provisions  of  the  act  into  immediate 
operation,  as  illustrated  in  the  foregoing,  would,  therefore,  have 
about  the  same  effect  upon  member  bank  reserves  as  a  return  to 
the  old  law,  but  with  this  vital  difference  that  the  huge  resources  of 
the  reserve  banks  would  be  available  for  the  grant  of  additional  credit 
to  the  country,  and  this  flexible  reserve  would  be  under  concentrated 
control,  with  the  ability  to  regulcUe  the  credit  situation  to  an  extent  now 
wholly  beyond  the  power  of  the  banks  or  the  Reserve  Board.  While  a 
very  large  amount  of  legal  reserves  will  be  eliminated,  they  are 
surplus  reserves,  not  needed,  performing  no  service,  a  source  of 
embarrassment  and  possible  danger — and  may  be  the  direct  means, 
by  lowering  the  interest  rate  too  greatly,  of  expeUing  gold  later  on 
.to  countries  able  and  willing  to  offer  more  for  it. 

It  was  the  direct  purpose  of  the  act  to  eliminate  from  reserves, 
balances  due  by  other  banks,  at  a  time  when  it  might  be  safely  done, 
and  for  that  pinrpose  the  provisions  of  the  act  were  so  framed  as  to 
be  brought  into  operation  gradually.  An  extraordinary  condition 
has  arisen  under  which  it  may  safely  be  done  at  once  and  with  profit. 

It  therefore  appears  that,  given  a  situation  when  the  act  can 
easily  and  safely  be  put  into  operation,  not  only  with  benefit,  but  as 
a  safeguard  against  evils  almost  certain  otherwise  to  arise,  and  when 
delay  may  even  mean  defeat  of  the  deferred  provisions  of  the  act, 
the  present  opportimity  should  not  be  permitted  to  pass  without 
action. 
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The  following  benefits  may  be  reasonably  expected  to  follow 
from  putting  the  act  in  complete  operation: 

1.  It  will  insure  the  accomplishment  of  the  reserve  provisions, 
which  may  be  endangered  by  delay. 

2.  By  eliminating  a  huge  amoimt  of  legal,  but  fictitious,  re- 
serves it  will  be  using  the  most  effective  means  at  command  to  safe- 
guard against  undue  expansion  which  all  previous  experience  has 
taught  us  is  likely  to  occiu*. 

Inordinate  expansion  at  this  time  would  probably  be  attended 
by  exaggeration  of  many  troubles  which  have  hitherto  afiUcted  us, 
and  by  a  string  of  evils  peculiar  to  the  circumstances  arising  from 
war  conditions.  The  economic  effects  which  must  come  from  the 
extensive  use  of  the  credit  now  made  available — the  effect  upon 
prices,  the  cost  of  living,  the  condition  and  wages  of  labor  at  a  critical 
time  when  labor  has  been  made  unusually  scarce  by  the  war,  are 
all  to  be  considered.  The  most  conspicuous  phase  of  current  con- 
ditions is  the  labor  situation  in  industries  made  phenomenally  pros- 
perous* by  war  business,  here  and  abroad — "A  little  leaven  will 
leaven  the  whole  lump." 

3.  It  will  give  the  reserve  system  a  better  control  over  the 
credit  situation  of  the  country. 

4.  It  will  benefit  member  banks  by  steadying  interest  rates, 
and  will  go  far  to  insure  profitable,  but  always  reasonable,  rates. 
Cheap  credit  and  excessively  low  rates  have  an  element  of  danger. 
It  will  take  from  member  banks  a  large  amount  of  bank  deposits, 
but  at  a  time  when  they  are  not  profitable,  and  it  will  be  no  hardship 
to  give  them  up.    Conditions  might  change  and  opposition  arise. 

5.  By  eliminating  an  imreal  surplus,  it  will  insure  to  the  reserve 
banks  a  better  income  by  creating  a  more  active  rediscount  demand. 
Member  banks  having  to  borrow  will  be  more  than  compensated 
by  the  better  rates  they  will  be  enabled  to  charge. 

6.  It  will  aid  more  than  any  other  factor  in  solving  the  collec- 
tion problem  of  the  reserve  banks.  With  reduced  balances,  member 
banks  will  probably  not  find  it  profitable  to  continue  making  collec- 
tions free  of  charge,  and  the  reserve  banks  will  be  called  upon  for 
that  service. 

7.  By  having  better  control  over  interest  rates,  and  with  a 
well  developed  collection  system,  the  power  to  draw  state  banks 
into  the  system  will  be  greatly  increased.     If  substitution  of  federal 
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reserve  notes  for  national  bank  notes  can  be  made  in  a  wholesale 
way,  then  by  having  measurable  control  over  interest  rates,  with  a 
superior  collection  system  and  the  exclusive  power  of  note  issue, 
the  attraction  to  state  banks  should  be  such  as  to  give  early  hope  of  a 
"unified  system." 

8.  The  greater  strength  of  the  reserve  banks  will  give  them 
increased  control  over  the  gold  supply. 

Contrary  to  the  argument  advanced  in  certain  quarters,  the 
issue  of  reserve  notes  indirectly  against  gold  has  no  concern  with 
the  provisions  of  the  act  intended  to  give  flexibility  to  the  currency, 
and  cannot  by  the  substitution  of  one  dollar  for  another  create  an 
Inflated  currency.  Flexibility  can  be  created  by  the  addition  or 
withdrawal  of  a  relatively  small  surplus,  and  is  affected  by  redemp- 
tion laws  more  than  by  any  other  cause. 

The  reserve  banks  by  this  process  have  accumidated  a  reserve  supply 
of  credit,  available  under  certain  conditions.  The  greater  their 
accumulation  of  gold  in  this  or  any  other  way,  the  greater  the 
protection  to  our  supply.  The  strength  of  the  reserve  banks  is 
to  be  measured  by  their  gold  holdings  and  consequent  note 
issuing  power.  In  whatever  way  the  control  over  the  gold 
supply  and  the  interest  rate  can  be  placed  in  the  hands  of  the  reserve 
banks,  or  under  concentrated  control,  it  should  be  done.  The 
foreign  financial  problem  will  become  ours  after  the  war. 

Since  August  1,  1914,  the  following  changes  have  taken  place 
in  the  foreign  banking  situation: 
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AuguBt,  1014 

July.  lOlS 

Inor— 

Bank  of  England: 
Gold  holdines 

$190,000,000 
335,000,000 

825,000,000 

260,000,000 

1,335,000,000 

420,000,000 
235,000,000 
470,000,000 

800,000,000 
420,000,000 
730,000,000 

$260,000,000 
1,035,000,000 

785,000,000 

485,000,000 

2,440,000,000 

690,000,000 

400,000,000 

1,300,000,000 

785,000,000 

750,000,000 

1,750,000,000 

$70,000,000 

Deposits 

700,000,000 

Bank  of  France: 
Gold  holdinfls 

40,000,000(d) 

Deposits 

225,000,000 

Circulation 

1,105,000,000 

Bank  of  Germany: 
Gold  holdings 

170,000,000 

Deposits 

165,000,000 

Circulation 

830,000,000 

Bank  of  Russia: 
Gold  holdings 

15,000,000(d) 

Deposits 

330,000,000 

Circulation 

1,020,000,000 

The  total  increase  in  gold 
holdiniTB  is 

185^)00,000 

And  the  increase  in  de- 
posit  and   circulation 
liabilities 

4,375,000,000 

(d)  decrease. 

The  contest  for  the  gold  supply  will  be  keen,  and  the  countries 
with  the  highest  interest  rates  and  the  greatest  need  will  act  as 
suction  pumps  on  the  supply. 

9.  To  put  the  act  into  full  force  at  once  will  remove  a  source  of 
unsettlement  which  the  frequent  changes  can  hardly  fail  to  cause, 
and  will  tend  to  quiet  the  disposition  to  criticise  and  amend  it.  It 
will  also  lead  to  a  quicker  and  more  comprehensive  appreciation 
of  its  aims  and  purposes,  and  promote  a  better  imderstanding  of 
sound  credit  and  banking.  It  will  put  to  rest  the  frequent  accusa- 
tion that  the  act  is  the  cause  of  inflation.  If  it  is  not  done,  the 
accusation  may  become  a  true  one. 
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THE  INTERSTATE  COMMERCE  COMMISSION  AND  THE 

RAILROADS 

By  SABiXJEL  O.  Dunn, 
Editor  of  the  Raahvay  Age  Gazette, 

No  problem  more  important  and  difficult  confronts  the  people 
of  the  United  States  than  that  of  establishing  between  their  govern- 
ments and  their  large  business  concerns  relations  which  will  pro- 
mote greater  equality  in  the  distribution  of  the  burdens  and  benefits 
of  the  production  of  wealth,  without  impairing  the  efficiency  with 
which  production  is  conducted.  There  has  been  within  recent 
years  a  great  increase  in  the  amount  of  government  regulation  of 
business.  Its  main  purpose  has  been  to  equalize  economic  burdens 
and  benefits.  The  most  important  experiment  being  made  in  this 
field  is  in  the  control  of  railroads.  This  experiment  is  so  important 
partly  because  the  railway  industry  is  one  of  the  largest  in  the  coun- 
try. It  is  so  important  partly,  also,  because  there  is  a  tendency 
for  large  classes  of  commercial  and  industrial  enterprises  to  pass 
mainly  into  the  hands  of  a  comparatively  few  large  aggregations  of 
capital.  This  tendency,  if  continued,  will  give  quasi-monopolistic 
power  to  a  few  concerns  in  these  other  fields.  There  will  then  be  as 
much  reason  for  subjecting  them  to  strict  regulation  as  for  subjecting 
railways  to  it.  The  policy  applied  to  them  probably  would  be 
modeled  on  that  applied  to  railways,  having  alike  its  strength  and 
its  weaknesses.  Therefore,  the  wisdom  or  folly  of  our  regulation 
of  railways  may  determine  the  wisdom  or  folly  of  our  regulation  of 
other  classes  of  concerns  and  the  success  or  failure  of  government 
control  of  business  in  many  fields. 

The  system  of  regulation  adopted  for  railways  consists  partly 
of  the  passage  of  laws  imposing  on  them  specific  and  detailed  require- 
ments, but  mainly  of  the  delegation  of  authority  over  them  to  com- 
missions. The  Interstate  Commerce  Commission  is  the  most  im- 
portant body  to  which  such  authority  has  been  given.  Therefore, 
the  success  or  failure  of  government  regulation  of  railways,  and  even 
of  public  regulation  of  business  in  general,  will  be  determined  largely 
by  the  amount  and  nature  of  the  power  given  to  the  commission 
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and  by  the  courage  and  wisdom  with  which  it  is  exercised.  An 
adequate  study  of  its  authority,  of  the  way  it  is  doing  its  work,  of 
the  results  being  produced,  and  of  the  changes,  if  any,  which  ought 
to  be  made  in  the  laws  defining  its  authority  and  duties,  or  in  the 
policy  which  it  is  following,  would  occupy  an  important  place  in  an 
investigation  and  discussion  of  the  relations  between  our  govern- 
ments and  oiu*  commerce  and  industry.  Limitations  of  space  for- 
bid, however,  the  presentation  in  this  article  of  more  than  an  outline 
of  the  points  that  should  be  covered  in  a  comprehensive  discussion 
of  the  relations  between  the  conmiission  and  the  railways. 

Same  ResuUa  of  Regulation 

Regulation  of  the  railways  by  the  federal  government  began 
with  the  passage  of  the  Act  to  Regulate  Commerce  in  1887.  Their 
regulation  by  the  states  began  with  the  Granger  movement  more 
than  a  decade  earlier,  and  in  some  states  has  been  effective  and 
even  drastic  most  of  the  time  since.  But  effective  regulation 
throughout  the  country,  both  national  and  state,  did  not  begin  until 
1906,  when  the  Hepburn  rate  act  was  passed.  It  has,  therefore, 
had  a  life  of  less  than  ten  years. 

As  a  preliminary  to  analysis  and  discussion  of  the  policy  fol- 
lowed since  1906,  it  is  desirable  to  take  a  general  survey  of  the 
trend  of  affairs  in  the  railway  industry  during  this  time.  It  is 
easy  to  show  that  regulation  in  general,  since  it  became  effective, 
has  accomplished  much  good.  It  has  destroyed  the  railways' 
domination  of  politics.  It  has  abolished  the  issuance  of  free  passes 
except  to  certain  classes  of  persons  who  are  expressly  authorized 
by  law  to  use  them.  It  has  extirpated  rebating  and  greatly  reduced 
imfair  discriminations  in  the  published  rates.  It  has  caused  the 
adoption  of  a  uniform  system  of  accounting  which  has  made  it 
more  difficult  for  those  in  charge  of  the  management  of  railways  to 
evade  public  control  or  deceive  or  overreach  their  stockholders. 
It  has  given  so  much  publicity  to  the  mismanagement,  financial 
and  otherwise,  of  certain  roads  as  to  render  such  mismanagement 
more  difficult  and  improbable  in  future.  This  is  but  a  partial  list 
of  the  good  results  it  has  achieved. 

At  the  same  time,  regulation  has  produced,  or  contributed 
toward  producing,  other  effects  more  questionable.  In  the  decade 
before  1906,  without  there  being  any  considerable  advances  in  av- 
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erage  freight  and  passenger  rates,  the  earnings  of  the  railways  in- 
creased more  rapidly  than  their  operating  expenses  and  taxes. 
There  were,  in  consequence,  large  increases  in  their  net  income, 
which  enabled  them  to  recover  from  the  effects  of  the  panic  of 
1893  and  of  the  depression  which  followed  it;  and  a  large  amount  of 
new  mileage  was  built  and  unprecedented  numbers  of  locomotives 
and  cars  were  bought. 

On  the  other  hand,  during  the  period  since  1906,  despite  great 
improvements  in  machinery  and  methods  of  operation,  the  expenses 
and  taxes  of  the  railways  have  increased  faster  than  their  total 
earnings.  They  have  found  it  necessary  year  by  year  to  make  large 
additions  to  their  investment  in  property  per  mile  of  line.  This  co- 
incidence of 'increasing  investment  and  declining  net  revenue  has 
caused  a  serious  reduction  in  the  percentage  of  return  earned.  In 
the  fiscal  year  ended  June  30,  1914,  the  last  year  for  which  we  have 
complete  figures,  the  investment  in  road  and  equipment  per  mile 
of  line  was  $71,551,  an  increase  since  1906  of  $11,927.  Gross  earn- 
ings per  mile  were  $12,667,  an  increase  of  $2,207,  or  21  per  cent. 
Operating  expenses  and  taxes  were  $9,794,  an  increase  of  $2,546,  or 
35  per  cent.  In  consequence,  net  operating  income  per  mile  was 
only  $2,873,  or  $339  less  than  in  1906,  a  reduction  of  lOJ  per  cent. 
To  summarize,  the  investment  per  mile  was  $11,927  more  in 
1914  than  eight  years  before,  but  the  net  money  per  mile  available 
with  which  to  pay  a  return  on  it  was  $339  less.  In  1906  the  per- 
centage of  net  return  on  property  investment  was  5.39  per  cent;  in 
1914,  only  3.99  per  cent. 

This  decline  in  net  return  has  rendered  it  increasingly  difficult 
to  pay  interest  and  dividends  and  raise  new  capital.  Many  roads 
have  become  bankrupt  and  on  October  1, 1915,  42,000  miles  of  Une 
were  in  the  hands  of  receivers.  This  is  the  largest  mileage  of  in- 
solvent roads  ever  known.  The  construction  of  new  mileage  under 
way  is  less  than  at  any  time  in  fifty  years.  Until  lately  the  orders 
placed  for  equipment  and  supplies  were  at  their  lowest  ebb.  These 
conditions  threw  hxmdreds  of  thousands  of  the  workmen  of  the 
railways  and  of  railway  supply  and  equipment  manufacturing  con- 
cerns out  of  employment. 

The  increase  in  the  outgo  of  the  railways  between  1906  and 
1914  was  due  chiefly  to  two  causes.  The  average  wage  per  employee 
advanced  from  $611  to  $810,  or  32.57  per  cent.     The  taxes  per  mile 
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advanced  from  $336  to  $568,  or  69  per  cent.  The  increases  in  taxes 
were,  of  course,  made  by  public  authorities.  A  large  majority  of 
the  advances  in  wages  were  awarded  by  arbitration  boards  organized 
under  the  federal  Erdman  act.  There  have  been  other,  although 
smaller,  increases  in  expenses  which  have  been  more  directly  due  to 
state  and  federal  regulation.  The  railways  have  tried  to  make 
general  advances  in  rates  to  offset,  at  least  partially,  these  increases 
in  their  outgo.  The  regulating  authorities,  •  national  and  state, 
have  prevented  most  of  these  and  have  caused  many  reductions  in 
both  passenger  and  freight  rates,  and  the  average  passenger  and 
freight  rates  are  lower  now  than  in  1906,  despite  the  great  increases 
which  have  occurred  in  wages,  taxes  and  other  expenses. 

On  this  showing  the  heavy  reduction  in  the  net  return  of  the 
railways  and  the  effects  which  it  has  produced  must  be  attributed 
mainly  to  government  regulation.  As  the  Interstate  Commerce 
commission  is  the  most  important  regulating  body,  many  people 
give  it  the  credit  or  blame,  commending  it  if  they  regard  the  general 
result  produced  as  good  and  condemning  it  if  they  consider  it  bad. 
It  is  probable  that  a  majority  of  business  men  and  students  of  eco- 
nomic and  industrial  affairs  believe  the  reduction  of  railway  net 
earnings  has  been  unjustified  and  has  had  a  bad  effect  on  business 
generally.  Therefore,  among  these  classes  the  Interstate  Com- 
merce Commission  is  a  less  popular  and  more  criticized  body  than 
a  few  years  ago. 

But  much  of  the  criticism  visited  on  it  is  misdirected.  The 
commission  is  often  called  the  most  powerful  governmental  body 
in  the  United  States.  In  a  sense,  it  is  so.  It  has  large  authority 
over  the  railway  industry,  which  involves  the  possession  of  great 
power  to  affect  the  national  welfare.  But  an  examination  of  the 
laws  and  court  decisions  under  which  the  commission  acts  shows 
that  its  authority,  while  great,  is  fragmentary  and  subject  to  many 
Umitations;  that  it  is  more  negative  than  positive;  that  it  is  such  that 
the  harm  which  the  conmiission  can  do  if  disposed  to  be  unfair  is 
greater  than  the  good  it  can  do  if  disposed  to  be  fair.  Before  judg- 
ment is  passed  on  the  commission's  work,  the  nature  and  limitations 
of  its  authority  should  be  carefully  considered. 

Piecemeal  Development  of  Public  Control 
In  theory,  regulation  should,  and  in  practice  in  this  country  it 
does,  relate  to  the  financing  of  railways;  to  their  construction. 
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maintenance  and  operation;  to  their  accounting;  and  to  their  rate- 
making.  As  financing  must  precede  construction,  and  as  construc- 
tion, maintenance  and  operation  must  precede  accounting  and 
rate-making,  logically,  regulation  should  be  applied  to  these  features 
of  the  business  in  the  order  they  are  named.  In  France,  where 
lo^c  usually  counts  for  more  and  opportunism  for  less  in  public 
affairs  than  in  English-speaking  countries,  this  is  almost  exactly 
what  was  done.  But  in  the  United  States,  and  much  the  same 
thing  is  true  in  England,  regulation  has  been  appUed  to  one,  and 
then  to  another,  part  of  the  business  as  there  have  come  to  the  notice 
of  the  public  and  its  representatives  real  or  supposed  abuses  which 
have  seemed  to  require  correction. 

How  our  system  of  regulation  has  grown  up  is  illustrated  by 
the  way  in  which  from  time  to  time  its  powers  have  been  conferred 
on  the  Interstate  Commerce  Commission.  As  already  stated,  the 
act  to  regulate  commerce  went  into  effect  in  1887.  There  had  been 
prolonged,  widespread  and  well-founded  complaints  of  rebating 
and  other  forms  of  unfair  discrimination  in  rates,  and  the  law  was 
passed  mainly  to  abolish  these  practices.  It  prohibited  rebating 
and  other  forms  of  unfair  discrimination,  and  forbade  rates  to  exceed 
reasonable  maxima.  There  was  apprehension  lest  the  pools  of 
traffic  and  earnings  which  had  been  formed  by  various  groups  of 
competing  lines  would  cause  rates  to  be  made  and  kept  excessive, 
and  therefore  pooling  also  was  prohibited.  The  Interstate  Com- 
merce Conmiission  was  created  to  enforce  these  provisions.  It 
understood  it  was  authorized  to  prescribe  and  put  into  effect  maxi- 
mimoL  reasonable  rates;  but  the  Supreme  Court  of  the  United  States 
held  otherwise. 

During  the  twenty  years  following  the  creation  of  the  com- 
mission the  question  of  rates,  and  especially  the  rebating  phase  of 
it,  continued  to  absorb  public  attention;  and  regulation,  state  and 
national,  dealt  mainly  with  this  question.  Several  minor  amend- 
ments to  the  Interstate  Commerce  law,  all  dealing  with  rate  matters, 
were  passed,  and  in  1903  the  Elkins  law  was  enacted,  strengthening 
the  provisions  against  rebating.  In  1906  was  passed  the  Hepburn 
act,  specifically  authorizing  the  commission,  when  it  found  rates 
unreasonable,  to  fix  maximimi  reasonable  rates.  In  1910  was 
passed  the  Mann-Elkins  law,  empowering  the  commission  to  sus- 
pend advances  in  rates  pending  investigation  of  them  and  to  pro- 
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hibit  them  if  found  unreasonable.  Meantime,  in  1890,  there  had 
been  enacted  the  Sherman  Anti-Trust  law.  Originally  assumed 
to  have  no  application  to  railways,  this  law  was  soon  construed  by 
the  courts  to  prohibit  all  agreements  and  combinations  between 
competing  carriers. 

Gradually  the  attention  of  the  public  and  its  representatives 
began  to  be  directed  toward  other  phases  of  the  railway  business. 
The  Hepburn  act  authorized  the  Interstate  Commerce  Commission 
to  prescribe  a  imiform  system  of  accounting.  This  the  commission 
did,  and  many  states  followed  its  example. 

As  early  as  1893  Congress  had  begun  the  physical  regulation 
of  railways  by  passing  the  Safety  Appliance  acts,  requiring  the  use 
of  power  brakes  and  automatic  couplers.  The  Erdman  law  of  1898, 
providing  a  scheme  of  conciliation  and  arbitration  of  disputes  be- 
tween railways  and  their  employees  in  train  service,  was  intended 
as  a  regulation  of  operation,  its  principal  purpose  being  to  prevent 
interruptions  of  service  by  strikes.  After  being  long  ignored,  this 
statute,  now  in  amended  and  strengthened  form  known  as  the 
Newlands  act,  has  in  recent  years  often  been  resorted  to  with  im- 
portant results. 

Within  the  last  ten  years,  federal  laws  affecting  the  physical 
equipment  and  operation  of  railways  have  followed  each  other, 
in  rapid  succession.  In  1907  an  act  was  passed  limiting  the  hours 
of  service  of  railway  employees.  In  1908  the  kind  of  ashpans  to  be 
used  on  locomotives  was  prescribed.  In  1909  the  transportation 
of  explosives  was  dealt  with.  In  1910  the  present  Employers' 
Liability  act  appljdng  to  interstate  carriers,  was  enacted,  and  pro- 
visions were  adopted  aflFecting  all  safety  appliances  used  on  locomo- 
tives and  cars.  Still  later  there  was  passed  an  act  for  the  inspection 
of  locomotive  boilers,  which,  at  the  last  session  of  Congress,  was 
made  to  cover  the  entire  locomotive.  The  Interstate  Commerce 
Commission  has  nothing  to  do  with  the  arbitration  of  labor  disputes, 
but  is  required  to  administer  and  enforce  most  of  the  federal  lawB 
affecting  operation. 

The  example  set  by  Congress  during  the  last  ten  years  in  pass- 
ing laws  relating  to  physical  equipment  and  operation  has  not  only 
been  followed  but  greatly  surpassed  by  most  of  the  states.  During 
the  last  five  years  the  states  have  adopted  no  less  than  442  laws 
relating  merely  to  the  physical  operation  of  railways;  and  in  numer- 
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ous  cases  the  legislatures  and  commissions  have  regulated  features 
of  the  business  which  Congress  has  not  touched  or  authorized  the 
Interstate  Commerce  Commission  to  deal  with. 

Limitations  on  the  Commission's  Authority 

The  foregoing  shows  that,  as  already  has  been  stated,  the  Inter- 
state Commerce  Commission's  power  is  fragmentary.    Its  authority 
even  over  the  phases  of  the  railway  business  with  which  it  does  deal 
is  restricted  in  various  ways.     Its  authority  over  rates  is  great,  but 
far  from  unlimited.     The  extent  of  its  power  over  state  rates  is 
unsettled.     In  the  Shreveport  case  it  was  held  that,  if  a  state  rate 
prescribed  by  a  state  authority  was  so  low  compared  with  a  related 
interstate  rate  as  to  be  unfairly  discriminatory  against  interstate 
commerce,  the  Commission  could  compel  the  railways  to  remove 
the  discrimination  even  though  this  involved  the  advance  of  the 
state  rate.     But  it  is  conceivable  that  a  state  rate  fixed  by  a  state 
commission  or  legislature  may  be  too  low  as  compared  with  inter- 
state rates  approved  by  the  Interstate  Commerce  Commission,  and 
yet  not  be  so  related  to  the  interstate  rates  as  to  work  directly,  at 
least,  an  unfair  discrimination.    What  control,  in  that  case,  can 
the  Commission  exercise  over  the  state  rate?    1  he  courts  will  not 
interfere  with  either  interstate  or  state  rates  merely  because  they 
are  \ow  uiAeBa  they  are  actually  confiscatory.     How  much  it  may 
be  reasonable  and  expedient  for  rates  to  be  kept  above  the  Une  of 
confiscation  is  a  question  of  pubUc  policy  to  be  determined  by  law- 
making bodies  and  commissions.     Suppose,  now,  that  the  courts 
should  hold  that  rates  which  would  yield  a  return  of  6  per  cent  on 
a  fair  valuation  barely  avoided  confiscation  and  that  state  authori- 
ties should  then  fix  rates  which  would  yield  only  6  per  cent  on  state 
traflBc,  but  that  the  Interstate  Commerce  Commission  should  be- 
lieve a  more  Uberal  policy  was  desirable,  in  order  to  induce  suffi- 
cient investment  in  railways,  and  should  allow  rates  which  would 
yield  7  or  8  per  cent.    This  is  practically  what  is  really  being  done 
in  many  cases,  except  that  the  rates  of  return  allowed  to  be  earned 
do  not  average  as  much  as  those  mentioned.    There  are  many  in- 
stances where   state  legislatures   and   commissions  are  enforcing 
lower  passenger  and  freight  rates  than  the  federal  commission  is 
allowing  to  be  charged  on  interstate  traffic  in  the  same  states. 

In  its  decision  in  the  last  western  rate  advance  case  the  Inter- 
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Btate  Commerce  Commission  refused  to  permit  increases  in  certain 
interstate  freight  rates,  not  because  they  would  not  be  reasonable 
in  themselves,  but  because  the  interstate  rates  already  being  applied 
were  higher  than  the  corresponding  state  rates.  The  attorneys  for 
the  railways  contend  that  it  was  within  the  competence  of  the  fed- 
eral commission,  first,  to  fix  reasonable  interstate  rates,  and  then  to 
require  the  state  authorities  to  permit  the  collection  of  correspond- 
ing state  rates.  Does  the  failure  of  the  Interstate  Commerce  Com- 
mission to  adopt  this  course  indicate  a  belief  that  it  lacks  the  nec- 
essary authority?  If  it  does  lack  the  authority  in  such  cases  to 
bring  state  rates  into  line  with  interstate  its  power  to  prevent  unfair 
discriminations  against  interstate  commerce  and  to  carry  out  a 
fair  policy  of  regulation  is  limited  in  a  very  important  respect. 

The  commission's  authority  over  even  interstate  rates  is  re- 
stricted in  a  vital  particular.  Many  state  commissions  may  fix  the 
absolute  rates  which  must  be  charged,  and  the  railways  can  neither 
advance  nor  reduce  them.  The  Interstate  Conmierce  Commission 
may  prescribe  reasonable  maximum  rates  and  prohibit  unreasonable 
advances,  but  it  cannot  fix  reasonable  minimum  rates  or  prevent 
unreasonable  reductions.  Suppose  the  commission  prescribes  for 
a  certain  territory  a  scheduje  of  rates  which  it  holds  to  be  reasonable 
and  non-discriminatory.  All  the  railways  in  the  territory  but  one 
may  accept  it.  This  one  may  choose  to  make  a  reduction  at  one 
point  which  will  cause  an  unfair  discrimination.  The  commission, 
in  such  a  case,  is  powerless  to  prevent  the  reduction  and  the  con- 
sequent discrimination.  Suppose,  again,  that  the  railways  in  a 
territory  show  they  are  not  deriving  from  all  their  rates  enough 
net  revenues  to  enable  them  to  serve  the  public  properly.  At  the 
same  time  they  suggest  advances  in  the  rates  on  certain  commodi- 
ties. The  commission  may  believe  that  the  needed  revenues  should 
be  secured  by  increasing  the  rates  on  a  different  group  of  commodi- 
ties; but  it  cannot  deal  fairly  or  adequately  with  the  situation 
because,  while  it  can  refuse  the  advances  for  which  the  railways 
ask,  it  cannot  cause  the  advances  which  it  thinks  ought  to  be  made. 

The  competition  between  the  railways  in  making  rates  often 
becomes  so  excessive  as  to  result  in  unfair  discriminations.  Exist- 
ing laws  prohibit  agreements  or  arrangements  between  them  to 
limit  competition  in  interstate  commerce.  If  the  pooling  of  traffic 
or  of  earnings  were  allowed,  as  is  done  in  almost  every  other  country, 
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roads  which  desire  to  keep  rates  reasonable  and  non-discriminatory 
could  offer  inducements  to  their  rivals  to  do  so.  But  pooling  is 
prohibited  by  the  Act  to  Regulate  Commerce,  .and  other  kinds  of 
agreements  and  arrangements  limiting  competition  are  prohibited 
by  the  Sherman  law.  In  many  cajses  it  would  help  the  Interstate 
Commerce  Conunission  in  its  regulation  of  rates  if  groups  of  rail- 
ways would  enter  into  pooling  or  other  arrangements  to  restrict 
competition  and  prevent  discriminations;  but  the  commission  can- 
not even  authorize,  much  less  require,  them  to  do  so. 

The  commission's  authority  over  the  way  railways  shall  be 
constructed,  maintained  and  operated  is  much  more  limited  than 
its  authority  over  rate-making.     In  numerous  states  the  commis- 
sions, by  general  provisions  of  law,  have  been  given  extensive  dis- 
cretionary control  over  the  physical  management  of  railways.     In 
some  states,  by  declining  to  issue  "certificates  of  public  conven- 
ience," they  can  even  prevent  new  Unes  from  being  built  at  all. 
In  many  they  can  order  the  construction  and  control  the  location 
of  passenger  and  freight  stations,  prescribe  the  headlights  that  shall 
be  used,  require  the  installation  of  block  signals,  and  regulate  the 
furnishing  of  freight  cars  and  the  schedules  of  passenger  trains. 
The  authority  over  physical  management  given  to  such  commis- 
sions is,  as  already  shown,  supplemented  by  hundreds  of  state  laws 
regulating  details  of  construction,  maintenance  and  operation.     On 
the  other  hand,  the  legislation  enacted  by  Congress  regarding  phys- 
ical management  and  operation  is  of  a  piecemeal  nature.     While 
the  Interstate  Commerce  Commission  prescribes  the  safety  appU- 
ances  used  on  locomotives  and  cars,  it  has  nothing  to  say  about 
block  signals.     It  inspects  and  regulates  locomotive  boilers,  but 
has  no  authority  to  regulate  roadway  and  track.     It  may  require 
the  establishment  of  satisfactory  through  routes,  but  cannot  inter- 
fere with  an  attempt  by  a  lockout  or  a  strike  to  interrupt  transpor- 
tation and  close  all  routes.     It  has  no  part  in  the  settlement  of 
labor  disputes,  which  may  have  the  greatest  influence  on  the  kind 
of  service  that  will  be  rendered  and  on  the  cost  of  rendering  it. 
Wlx^^  state  legislatures  and  commissions,  in  the  nominal  regulation 
of  state  conunerce,  impose  on  the  railways  requirements  as  to  head- 
ligbts,  train  crews  and  clearances,  which  affect  interstate  more  than 
state  commerce,  the  Interstate  Commerce  Commission  cannot  inter- 
fere; it  has  no  authority  over  such  matters. 
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Comparatively  limited  as  is  the  commission's  power  over  the 
physical  management  of  railways,  its  authority  over  their  financial 
management  is  still  more  restricted.  Practically  all  railways  are 
engaged  in  interstate  commerce.  Investors  in  them  are  scattered 
throughout  the  country.  Yet,  while  many  states  regulate  the 
issuance  of  railway  securities,  the  Interstate  Commerce  Commis- 
sion is  without  authority  over  this  part  of  the  railway  business. 

The  facts  presented  in  the  foregoing  portray  an  anomalous  situa- 
tion. The  railway  question  is  emphatically  a  national  one.  Most 
railways  operate  in  more  than  one  state  and  many  Unes  in  six,  eight 
or  a  dozen.  A  vast  majority  of  the  traffic  handled  is  interstate. 
There  is  no  state  in  which  the  state  traffic  approaches  the  interstate 
in  amount,  and  in  some  the  interstate  traflSc  is  90  per  cent  or  more 
of  the  total.  The  Constitution,  by  repeated  interpretations  of  the 
courts,  makes  the  federal  authority  to  regulate  interstate  commerce 
paramount  to  the  state  authority  to  regulate  state  conmierce.  The 
desirability  of  the  assertion  and  exercise  by  the  federal  government 
of  its  paramount  authority  over  commerce  usually  is  recognized  by 
the  public  with  great  promptness  and  clearness.  Nobody  would 
seriously  consider  a  proposal  to  let  each  state  deal  separately  with 
the  tariff  question,  imposing  duties  that  would  aflfect  both  interstate 
and  foreign  conmierce.  The  federal  government  exercises  exclusive 
authority  in  the  regulation  of  commerce  on  navigable  waterways. 
A  few  years  ago  Mr.  William  J.  Bryan  advocated  the  adoption  of 
government  ownership  of  railways,  and  suggested  that  the  natiohal 
government  should  operate  the  main  lines  and  the  states  the  branch 
lines.  The  storm  of  opposition  and  ridicule  which  greeted  this 
proposal  was  due  not  only  to  strong  public  sentiment  against  gov- 
ernment ownership,  but  to  a  general  recognition  of  the  fact  that 
the  railway  question  was  distinctly  a  national  one;  that  the  doc- 
trine of  state's  rights  in  its  correct  form  had  little  to  do  with  it; 
and  that  it  was  absurd  to  suggest  the  operation  of  parts  of  the  rail- 
ways by  the  federal  government  and  parts  by  the  states. 

Yet,  in  regulating  railways  we  are  following  the  very  kind  of 
policy  the  pursuit  of  which  in  dealing  with  the  tariff  or  in  the  public 
ownership  and  operation  of  railways  we  would  consider  undesirable 
and  absurd.  We  have  partially  asserted  the  paramount  authority 
of  the  federal  government  over  railway  transportation  by  passing  a 
number  of  national  laws  and  creating  the  Interstate  Commerce 
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Ck>mini8sion  to  administer  most  of  them.  But,  as  has  been  shown, 
the  national  commission  has  not  nearly  as  much  authority  over 
interstate  transportation  as  many  state  commissions  have  over 
state  transportation;  and  state  legislatures  are  allowed  to  pass 
la^ws  and  state  commissions  to  issue  orders  which  purport  to  afifect 
merely  state  transportation  but  which  actually  interfere  with  inter- 
state regulation  and  have  a  greater  total  effect  on  commerce  among 
the  states  than  on  commerce  within  the  state. 

Comparative  Effects  of  State  and  Federal  Regvlaiion 

The  present  system  cannot  be  defended  on  the  ground  that 
state  regulation  gets  better  results  than  interestate  regulation. 
The  national  government,  and  especially  the  work  done  by  the 
Instertate  Commerce  Commission,  deserves  credit  for  most  of  what 
is  unquestionably  good  that  has  been  accomplished.  On  the  other 
hand,  most  of  the  questionable  or  positively  bad  results  of  regula- 
tion cannot  be  attributed  to  the  federal  government. 

The  fact  that  it  is  necessary  to  discuss  where  the  credit  should 
be  given  and  the  blame  placed  for  results  points  to  one  of  the 
serious  faults  of  the  present  policy.  This  is  the  division  of  the  re- 
sponsibiUty  for  it.  Where  responsibility  is  so  much  divided  it  is 
impossible  to  apportion  with  exact,  or  even  substantial  justice  the 
credit  and  the  blame  for  what  is  done.  But  the  poUcies  of  most  of 
the  states  have  been  of  such  a  character  and  present  so  great  a 
contrast  to  that  of  the  national  government,  in  many  respects, 
that  it  is  possible  to  mete  out  a  rough  kind  of  justice. 

In  a  few  states,  among  which  Wisconsin  ranks  first,  most  of 
the  regulatory  legislation  has  been  intelligently  and  fairly  drafted; 
the  members  of  the  commissions  have  been  chosen  because  of  their 
special  fitness,  and  have  not  allowed  political  or  other  improper 
influences  to  control  them;  and  regulation  has,  in  consequence,  been 
fair  and  beneficial  to  both  the  railways  and  the  public.  But  as  to 
most  states  the  opposite  of  all  these  statements  would  more  accu- 
rately express  the  truth.  Furthermore,  the  policies  followed  by 
the  states,  and  even  by  states  adjacent  to  each  other,  have  been 
utterly  wanting  in  consistency  and  uniformity,  and  often  have  been 
directly  conflicting.  State  legislatures  have  passed  most  of  the 
laws  BJid  state  commissions  have  issued  most  of  the  orders  affecting 
rail'vea-y  rates  and  operating  expenses;  and  to  them  are  fairly  attrib- 
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utable  most  of  the  bad  effects  which  railway  regulation  has  had 
directly  on  the  railways  and  indirectly  on  the  welfare  of  the  public. 
That  this  is  the  case  will  more  clearly  appear  when  we  consider  the 
policies  which  the  states,  on  the  one  hand,  and  the  national  govern- 
ment, on  the  other,  have  followed. 

State  Versiis  Federal  Policies 

The  states  within  the  past  four  years  have  passed  442  laws  for 
the  regulation  of  the  physical  operation  of  railways.  These  have 
been  supplemented  by  inniunerable  orders  issued  by  state  commis- 
sions. In  one  respect,  and  in  one  only,  have  most  of  these  laws  and 
orders  been  alike.  Practically  all  have  tended  to  increase  railway 
expenses.  A  large  part  have  been  enacted  to  enable  special  classes 
of  persons  having  large  political  influence  to  benefit  directly  by  the 
increased  expenditures  made  necessary.  This  has  been  true,  for 
example,  of  the  many  so-called  "full  crew"  laws  which  have  been 
enacted,  the  real  purpose  of  which  has  been  to  compel  the  railways 
to  employ  men  they  do  not  need. 

The  federal  government  has  passed  some  laws  tending  to  in- 
crease railway  expenses.  In  some  cases  these  have  been  enacted  as 
the  result  of  the  pressure  of  interested  classes.  But  there  usually 
has  been  some  justification  for  the  federal  laws  which  have  been 
enacted.  Furthermore,  a  federal  law  has  the  advantage  that  it 
applies  uniformly  throughout  the  country.  Finally,  the  Inter- 
state Commerce  Commission,  in  the  administration  of  statutes 
affecting  operation,  usually  has  been  intelligent  and  fair.  It  may 
sometimes  manifest  a  disposition  to  give  undue  consideration  to  the 
wishes  of  the  labor  organizations;  but  in  the  administration  of  the 
hours  of  service  act,  the  safety  appliance  act,  and  the  locomotive 
boiler  inspection  act,  for  example,  it  has  usually  given  satisfaction 
to  both  the  railway  managements  and  the  railway  employees. 

The  policy  of  the  states  regarding  the  issuance  of  railway 
securities  has  been  extremely  imsatisfactory.  For  years  most  of 
them  let  railways  issue  bonds  and  stocks  without  any  supervision 
or  control.  There  has  been  much  complaint  regarding  the  over- 
capitalization of  some  roads.  Most  railway  corporations  have  been 
created  by  the  states  and  if  the  states  had  not  failed  to  exercise 
proper  control  over  their  financial  management  the  over-capitaliza- 
tion complained  of  could  not  have  occurred.    The  states  which 
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earliest  began  regulation  of  securities  were  Texas  and  Massachu- 
setts. Texas  imposed  such  severe  restrictions  that  it  has  been  im- 
possible for  its  railways  to  finance  their  needs.  Most  of  the  new 
capital  for  lines  in  that  state  has  had  to  be  raised  by  the  companies 
controlling  them  on  the  credit  of  their  mileage  in  other  states. 
Roads  in  Texas  which  have  not  been  controlled  and  supported  by 
outside  companies  have  often  been  unable  to  get  adequate  capital 
for  improvements  and  have  become  decrepit  physically  and  in  many 
cases  bankrupt  financially.  Massachusetts  provided  that  securi- 
ties should  not  be  sold  at  less  than  their  market  value,  this  to  be 
determined  by  the  railroad  commission.  The  commission  often 
decided  that  the  market  value  was  more  than  the  securities  could  be 
sold  for.  In  consequence,  the  railways  found  it  difficult  and  in 
some  cases  impossible  to  raise  needed  capital,  and  the  law  had  to  be 
amended  to  provide  that  the  prices  at  which  securities  should  be 
sold  should  be  determined  by  the  stockholders  with  the  approval 
of  the  commission. 

The  inconsistencies  between  the  policies  followed  in  different 
states  is  strikingly  illustrated  by  the  legislation  in  the  adjacent 
states  of  Massachusetts  and  Connecticut.  The  Massachusetts 
law  both  required  the  issuance  of  securities  to  be  approved  by  the 
railroad  commission  and  specified  the  purposes  for  which  they  could 
be  issued.  Connecticut  imposed  no  similar  restrictions.  The  New 
York,  New  Haven  &  Hartford  had  charters  from  both  states.  The 
laws  of  Massachusetts,  if  they  alone  had  controlled,  would  have 
prevented  the  ''high  financing"  which  was  a  main  feature  of  the 
Mellen  management  of  the  road;  but  the  laws  of  Connecticut  per- 
mitted it.  Therefore,  it  was  carried  on  under  the  road's  Connecti- 
cut charter  regardless  of  the  laws  of  Massachusetts. 

New  York,  Wisconsin  and  some  other  states  have  within  re- 
cent years  passed  strict  laws  for  the  regulation  of  the  issuance  of 
railway  securities.  But  when  a  railway  is  required  to  be  chartered 
under  the  laws  of  more  than  one  state  and  to  receive  approval  of 
security  issues  from  more  than  one  commission,  the  expenses  and 
trouble  incurred  are  needlessly  multiplied  and  the  subject  is  likely  to 
be  differently  dealt  with  in  different  states.  There  is  no  reason  for 
expecting  or  hoping  that  regulation  of  railway  securities  will  ever 
be  intelligently,  fairly  and  beneficially  conducted  as  long  as  it  is 
left  in  the  hands  of  forty-eight  states. 
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It  is  a  generally  accepted  principle  that  fairness  to  the  railways 
and  the  welfare  of  the  public  require  that  the  carriers  be  allowed 
to  charge  rates  which  will  enable  them  to  earn  a  reasonable  profit 
on  the  investment  honestly  and  judiciously  made  in  their  prop- 
erties. If  this  is  not  done  they  cannot  raise  enough  new  capital 
to  improve  and  enlarge  their  facilities  and  to  render  good  and 
adequate  service.  There  are  few  well-informed  persons  who  believe 
that  the  net  return  earned  by  the  railways  as  a  whole  has  ever  been 
positively  excessive.  The  statistics  of  the  Interstate  Commerce 
Commission,  some  of  which  have  been  given  herein,  show  that  dur- 
ing the  last  decade  their  net  return  has  been  declining. 

■  This  decline  has  been  due  to  the  fact  that  their  operating 
expenses  and  taxes  have  been  rapidly  increasing  and  that  they 
have  not  been  allowed  to  make  needed  advances  in  their  rates.  The 
Interstate  Commerce  Commission  has  required  many  extensive 
reductions  in  freight  rates.  The  most  important  cases  involving 
advances  in  rates  have  been  heard  by  it.  In  the  so-called  "Five 
Per  Cent  Case"  it  expressly  held,  after  thorough  investigation,  that 
the  net  earnings  of  the  eastern  lines  were  insuflScient  and  granted 
some  advances,  but  in  earlier  cases  in  both  the  east  and  the  west  it 
refused,  after  full  hearings,  to  permit  advances,  and  in  a  later  west- 
ern case  it  refused  most  of  the  advances  for  which  the  railways 
asked.  Therefore,  the  commission  has  been  the  object  of  criticism 
by  most  people  who  have  believed  that  the  railways  were  entitled 
to  higher  rates. 

But  the  fact  is,  that  the  Interstate  Commerce  Commission  has 
been  less  one-sided  in  its  regulation  of  rates  than  almost  any  state 
legislature  or  commission.  In  the  years  1906  to  1908  a  large  num- 
ber of  states,  by  legislation  or  orders  of  their  commissions,  which 
usually  were  adopted  without  a  pretense  of  investigation,  required 
the  railways  to  reduce  their  passenger  fares  from  three  to  two  cents 
a  mile.  Neither  Congress  nor  the  Interstate  Commerce  Commission 
has  adopted  any  such  regulation.  Recently  the  Interstate  Com- 
merce Commission  has  indicated  that  it  believes  that  two  cents 
a  mile  is  too  low  and  has  allowed  the  eastern  railways  to  restore 
their  interstate  fares  to  two  and  one-half  cents.  The  roads  have 
appealed  to  the  states  to  take  similar  action;  but  except  in  New 
England,  their  petitions  have  not  been  granted  without  appeals  to 
the  courts. 
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In  1906  and  the  years  immediately  following^  numerous  states, 
by  legislation  or  the  orders  of  commissions,  and  usually  without  any 
real  investigation,  required  general  reductions  in  freight  rates.  In 
many  cases  they  made  the  state  rates  lower  than  the  corresponding 
interstate  rates.  In  more  recent  years  the  railways  have  appealed 
to  the  legislatures  and  commissions  of  many  states  for  the  restora- 
tion of  some  of  these  rates,  presenting  masses  of  data  showing  the 
downward  tendency  of  net  earnings.  Some  advances  in  state  freight 
rates  have  been  allowed,  as  in  New  England,  Alabama,  Michigan 
and  Missouri;  -but  in  most  states  the  public  authorities  have  been 
hostile  to  any  considerable  increases. 

Furthermore,  many  of  the  individual  states  try  to  eo  adjust 
the  rates  within  their  borders  as  to  effect  unfair  discriminations  in 
favor  of  shippers  in  their  own  states  and  against  those  in  other 
states.  The  Interstate  Commerce  Commission  in  the  Shreveport 
case  attacked  such  an  adjustment  of  rates  which  had  been  estab- 
lished by  the  Texas  commission  for  the  purpose  of  giving  Texas 
shippers  an  advantage  in  certain  markets  in  East  Texas  over  shippers 
at  Shreveport  and  other  points  in  Louisiana.  It  held  that  the 
regulation  of  rates  by  the  Texas  commission  was  unreasonable  and 
worked  an  unfair  discrimination  against  interstate  commerce,  and 
the  Supreme  Court  of  the  United  States  upheld  this  conclusion. 
The  Interstate  Commerce  Conamission  has  been  trying  ever  since 
to  remove  the  discrimination;  but  so  pertinacious  has  the  Texas 
commission  been  in  its  efforts  to  maintain  the  unfair  advantage  of 
the  shippers  of , its  state  that  the  Railroad  Commission  of  Louisiana 
very  recently  filed  another  complaint  with  the  Interstate  Commerce 
Comniission  regarding  the  policy  of  the  Texas  commission. 

On  the  whole  it  must  be  conceded  that  the  Interstate  Com- 
merce Commission's  regulation  of  freight  rates  has  been  much  more 
intelligent  and  fair,  and,  consequently,  less  one-sided,  than  that  of 
most  of  the  states.  In  fact,  there  are  now  in  effect  many  state 
freight  rates  which  are  lower  than  the  corresponding  interstate 
freight  rates,  whereas,  for  reasons  familiar  to  all  students  of  the 
subject,  state  rates  ought  ordinarily  to  be  higher  than  corresponding 
interstate  rates. 

Besides  having  been  more  fair  as  between  the  railways  and  the 
public,  regulation  of  rates  by  the  Interstate  Commerce  Commission 
has  the  advantage  of  being  governed  by  national  and  not  by  local 
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influences  and  considerations.  The  unfairness  of  the  attitude  of 
most  state  commissions  is  illustrated  by  the  fact  that  seven  of  them 
actually  appeared  in  the  Five  Per  Cent  Case  as  parties  in  opposition 
to  the  proposed  advances  in  freight  rates  in  eastern  territory,  and 
that  sixteen  of  them  appeared  as  parties  in  opposition  to  the  pro-: 
posed  advances  in  both  freight  and  passenger  rates  in  western 
territory. 

Conclusions  Suggested  and  Changes  in  Regulaiion  Needed 

The  facts  presented  in  the  foregoing  bring  out.  clearly  several 
points  which  are  of  much  gravity  and  importance  but  which  un- 
fortunately are  not  generally  understood.  They  show  that  the 
Interstate  Conmierce  Commission  cannot  be  held  solely,  or  even 
perhaps  mainly,  responsible  for  the  serious  reduction  of  railway 
net  earnings,  so  far  as  it  is  attributable  to  regulation,  because  the 
Commission  has  not  done  most  of  the  regulating.  The  federal 
authority  over  interstate  commerce  is  exclusive,  at  least  when 
exercised,  and  is  paramount  to  that  of  the  states  over  state  com- 
merce. The  facts  show,  however,  that  the  Interstate  Commerce 
Commission  is  exercising,  and  has  been  expressly  empowered  to 
exercise,  practically  no  control  over  state  regulation  even  when  it 
affects  interstate  commerce  and  interstate  regulation;  while,  on 
the  other  hand,  state  legislatures  and  commissions  are  so  regulating 
state  conunerce  as  seriously  to  burden  interstate  commerce  and  to 
interfere  with  federal  regulation.  They  show  that  in  regulating 
rates  many  states  are  trying  to  further  the  interests  of  their  own  peo- 
ple at  the  expense  of  those  of  the  rest  of  the  nation.  They  show  that 
in  their  regulation  of  operation  the  states  are  often  influenced  by 
political  and  other  improper  considerations;  that  the  requirements 
they  impose  upon  the  railway  are  consistent  only  in  increasing 
operating  expenses;  and  that  most  of  the  increases  in  operating 
expenses  they  cause  have  to  be  borne  not  by  state  but  by  interstate 
commerce,  since  interstate  traffic  constitutes  the  great  bulk  of  the 
total  handled.  They  show  that  in  the  regulation  of  the  issuance  of 
securities  the  states  have  been  entirely  inconsistent;  that  they  have 
been  excessively  negligent  in  some  cases  and  excessively  stringent 
in  others.  They  show,  if  past  experience  is  a  safe  criterion,  that  so 
long  as  the  individual  states  are  left  free  to  take  their  own  heads 
the  regulations  imposed  by  them  will  be  utterly  wanting  in  xmi- 
formityi  and  even  directly  conflicting. 
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The  facts  further  show  that  the  authority,  even  over  interetate 
commerce,  which  has  thus  far  been  conferred  on  the  Interstate 
Commerce  Commission  is  incomplete  and  fragmentary.     Its  power 
over  rates  is  merely  the  power  to  keep  them  from  being  made  too 
high.     It  cannot  keep  them  from  being  made  too  low  even  when 
this  may  be  necessary  to  prevent  unfair  discrimination  or  to  accom- 
plish some  other  public  purpose.     It  cannot  authorize  an  agreement 
between  competing  railways  regarding  service  or  rates  even  though 
such  an  agreement  would  prevent  unfair  discrimination,  reduce  the 
cost  of  oi)eration  or  result  in  improvement  in  the  service.     It  has 
no  part  in  the  settlement  of  disputes  between  railways  and  their  em- 
ployees, although  the  way  they  are  settled  may  have  the  most  potent 
influence  on  the  character  and  cost  of  the  service  rendered.     It  can 
regulate  the  physical  management  of  the  railways  in  only  a  few 
particulars,  and  it  cannot  directly  regulate  their  financial  manage- 
ment at  all.     The  facts  show,  however,  that  with  powers  more 
limited  than  those  of  many  state  commissions,  the  Interstate  Com- 
merce Commission  has  done  much  less  harm  and  a  great  deal  more 
good  than  the  regulating  authorities  of  the  states. 

The  conclusions  to  which  these  facts  point  are  clear.  Neither 
the  Interstate  Commerce  Commission  nor  any  other  body  should 
be  held  responsible  for  the  results  produced  by  any  system  which  it 
cannot  direct  and  control.  The  results  produced  by  oiu-  system  of 
railway  regulation  will  never  be  satisfactory  until  that  system  is 
radically  changed.  As  long  as  the  states  are  allowed  to  regulate 
the  railways  Mrithout  control  by  the  federal  government  they  are 
sure  to  continue  to  so  regulate  them  as  to  impose  burdens  on  inter- 
state commerce  and  to  interfere  with  federal  regulation.  But  since 
our  commerce  among  the  states  is  vastly  more  important  than  that 
within  the  states,  if  the  regulation  of  the  one  is  to  affect  that  of  the 
other  then  the  regulation  of  the  Jaiger  and  more  important  part  of 
our  commerce  should  be  made  supreme  and  controlling  over  the 
regulation  of  the  smaller  and  less  important  part.  The  obvious 
way  in  which  to  do  this  is  either  to  empower  the  Interstate  Com- 
merce Commission  to  regulate  both  state  and  interstate  transpor- 
tation or  to  so  increase  its  authority  over  interstate  transportation 
as  to  enable  it  to  veto  any  action  by  state  legislatures  or  commissions 
which  will  directly  or  indirectly  burden  interstate  commerce  or 
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interfere  with  interstate  regulation.  There  is  no  question  about 
the  power  of  Congress  to  do  this. 

Besides  being  given  authority  to  veto  any  state  regulation 
which  biu-dens  and  interferes  with  interstate  commerce,  the  com- 
mission should  be  given  positive  as  well  as  negative  power — as 
much  power  to  pursue  a  constructive  as  an  obstructive  policy.  It 
should  be  empowered  to  fix  minimum  as  well  as  maximum  rates;  to 
participate  in  the  arbitration  of  labor  disputes,  the  settlement  of 
which  may  vitally  affect  the  quality  and  the  <;ost  of  the  service;  and 
to  do  such  regulating  of  the  ph3rs]cal  management  of  railways  as 
may  be  expedient,  instead  of  such  regulating  being  done  by  arbitrary 
laws  often  drafted  by  persons  who  do  not  imderstand  the  conditions 
to  be  dealt  with  and  passed  by  legislators  influenced  by  political 
motives.  It  should  be  empowered  to  authorize  reasonable  agree- 
ments between  competing  railways,  and  to  exercise,  such  control 
over  the  issuance  of  railway  securities  as  will  prevent  the  states  from 
either  turning  loose  predatory  corporations  to  prey  on  the  people 
of  the  entire  country  or  from  so  restricting  the  financing  of  railways 
as  to  hamper  their  development;  and  as  will  at  the  same  time  pre- 
vent unscrupulous  financiers  from  repeating  such  scandalous  transac- 
tions as  have  occurred  in  the  management  of  some  roads. 

The  adoption  of  federal  legislation  for  these  and  kindred 
purposes  is  essential  to  bring  order  out  of  the  chaos  which  now 
reigns  in  our  regulation  of  railways,  and  to  change  it  to  a  system 
which  will  control  without  oppressing  the  railways  and  which  will 
secure  for  the  public  the  two  vitally  important  things  which  the 
public  desires  regulation  to  secure,  viz.,  good  and  adequate  service, 
and  reasonable  and  non-discriminatory  rates. 
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THE  FEDERAL  VALUATION  OF  UTILITIES 

By  Charles  A.  Pbouty, 
Director  of  Valuation,  Interstate  Ck)mmerce  Commission. 

It  has  been  objected  that  the  valuation  of  our  railways  now 
being  made  by  the  Interstate  Commerce  Conunission  will  not  be 
worth  its  cost.  But  this  is  not  a  question  of  expense.  While  the 
cost  will  not  in  fact  be  excessive,  having  relation  to  the  interests 
involved,  the  thing  must  be  done  sooner  or  later  and  the  sooner  the 
better. 

The  United  States  is  today  trying  an  experiment  which  has 
never  been  worked  out  to  a  conclusion  in  the  past.  The  revenues 
of  our  railroads  for  the  last  fiscal  year  exceeded  S3,000;000,000. 
The  property  which  produced  this  enormous  income  is  private. 
This  private  property  the  government,  state  and  national,  finds 
it  necessary  to  "regulate"  and  in  this  process  of  regulation  it  is 
doing  or  preparing  to  do,  among  other  things,  the  following: 

To  determine  the  amount  of  securities  which  shall  be  issued; 

To  fix  the  standards  by  which  the  roadway  and  equipment  shall 
be  constructed  and  maintained;. 

To  prescribe  the  schedules  upon  which  trains  shall  be  run  and 
the  train  crews  which  shall  be  used  in  the  operation  of  those  trains; 

To  determine  the  charge  which  may  be  made  for  every  service 
rendered  by  the  common  carrier. 

I  have,  for  one,  long  believed  that  the  government  must  possess 
and  exercise  when  necessary  all  the  above  authority.  In  no  other 
way  can  society  protect  itself.  And  if  these  powers  are  wisely 
exercised  there  still  remains  a  broad  and  satisfactory  field  for  the 
scope  of  private  enterprise,  but  it  must  be  obvious  that  such  author- 
ity may  be  pushed  to  a  point  where  Uttle  opportunity  for  initiative 
or  direction  is  left  to  the  owner  of  this  capital. 

Upon  the  unreasonable  exercise  of  the  regulating  power  there 
are  two  limitations. 

The  first  is  economic.  The  billions  which  are  already  invested 
in  these  properties  were  put  there,  for  the  most  part,  because  the 
investor  believed  that  his  investment  would  be  safe  and  his  return 
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a  fair  one.  But  for  this  belief  only  a  fragment  of  the  enormous 
sums  which  are  in  fact  invested  in  our  railways  would  ever  have 
gone  there. 

Large  sums  will  be  required  for  the  further  development  of 
these  agencies  of  transportation  in  the  future.  How  large  these 
sums  will  be  depends  upon  the  industrial  development  of  this 
country  and  the  demands  which  are  made  upon  them,  but  it  is 
beyond  doubt  that  within  the  next  half  century  enormous  amounts 
will  be  required.  Whence  is  this  money  to  come?  It  must  be 
obtained,  unless  the  government  itself  is  to  take  over  or  finance 
these  properties,  exactly  as  the  present  investment  has  been  obtained 
— from  the  private  investor  who  will  invest  for  precisely  the  same 
reason  in  the  future  as  in  the  past.  Unless  the  investing  public 
believes  that  the  money  paid  for  a  railroad  stock  or  a  railroad  bond 
will  be  safe  and  will  yield  a  just  return,  it  will  not  seek  that  invest- 
ment. 

Within  certain  limits  the  government  can  impound  the  money 
which  has  been  invested  and  compel  additional  investment  to  pro- 
tect that  already  made.  But  this  process  can  continue  but  a  short 
time  and  can  produce  only  comparatively  slight  results.  In  the 
near  future  new  money  must  come  from  new  investors. 

The  second  limitation  is  one  of  law.  The  federal  constitution 
guarantees  to  the  private  owners  of  our  railroads  and  other  public 
utilities  a  fair  return  upon  the  fair  value  of  the  property  devoted 
by  them  to  the  public  use. 

It  must  be  evident  upon  the  most  superficial  consideration 
that  the  value  of  the  property  is  a  basic  fact  lying  at  the  foundation 
of  all  intelligent  treatment  of  these  utilities.  No  commission  can 
determine  the  amount  of  securities  to  be  issued  or  the  rates  to  be 
applied,  nor  can  it  even  fix  the  standards  of  construction,  main- 
tenance and  operation  without  an  accurate  knowledge  of  this  fact. 
The  government  itself  cannot  intelligently  make  and  apply  rules 
which  shall  protect  the  public  upon  the  one  hand  and  do  justice 
to  the  investor  upon  the  other  without  this  same  knowledge.  In 
dealing  with  this  question  there  must  be  a  point  of  departure.  No 
rule  of  universal  application  can  be  devised  which  will  not  work 
more  or  less  injustice  as  to  the  past;  given  a  point  of  beginning, 
it  is  possible  to  formulate  rules  which  will  divest  the  future  of  that 
uncertainty  which  will  most  certainly  deter  legitimate  investment. 
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The  importance  of  reaching  a  definite  conclusion  as  to  this 
value  is  becoming  every  day  more  obvious.  But  what  is  the  "fair 
value"  of  this  property  and  how  is  it  to  be  determined? 

One  school  of  thinkers  declare  that  we  should  ascertain  as 
accurately  as  possible  the  total  amount  which  has  been  invested 
in  a  given  enterprise,  and  that  the  amount  of  this  actual  investment 
is  the  value,  assuming  that  the  management  has  been  honest  and 
intelligent. 

Another  class  contend  that  not  the  amount  of  money  which 
has  been  paid  into  the  enterprise  from  its  inception  but  the  actual 
cost  of  the  items  of  property  which  are  now  being  devoted  to  the 
public  service,  with  or  without  depreciation,  should  control. 

A  third  theory  is  that  the  cost  of  reproducing  the  property  as 
it  exists  under  present  conditions  is  the  measure  of  value.  If  the 
cost  of  construction  has  advanced,  the  utility  gains;  if  it  has  de- 
clined, the  utiUty  loses. 

A  fourth  class  accept  the  reproduction  theory  but  urge  that  not 
the  cost  of  reproduction  new  but  the  cost  of  reproduction  new  less 
depreciation  is  the  true  test.  The  owners  of  the  property  should 
be  allowed  a  return  upon  the  cost  of  that  property  in  its  present 
state,  not  upon  the  theory  that  it  is  new. 

The  Supreme  Court  of  the  United  States  has  apparently  said 
•  that  no  one  of  the  above  methods  can  be  used  alone  but  that  the 
value  of  a  property  must  be  determined  upon  a  broad  consideration 
of  all  these  aspects  and  perhaps  others. 

Congress  plainly  intended  by  the  Valuation  Act  of  March  1, 
1913,  to  provide  for  the  collection  of  all  those  facts  which  need  to 
be  known  in  applying  any  one  of  the  above  theories  or  any  combi- 
nation of  them.  The  commission  is  required  to  ascertain  and 
report: 

Origioal  cost  to  date; 

Cost  of  reproduction  new; 

Cost  of  reproduction  less  depreciation; 

Not  only  is  the  commission  required  to  give  these  facts  as  to  the 
property  as  a  whole  but  it  must  report  in  detail  as  to  "each  piece 
of  property.'*  It  is  also  required  to  state  any  other  values  or  ele- 
ments of  value  which  may  attach  to  the  property;  to  give  certain 
facts  as  to  lands;  to  report  all  aids  and  donations  of  every  kind;  to 
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give  a  complete  corporate  and  financial  history  of  the  property  and 
its  owners  and  users  past  and  present. 

It  was  the  manifest  intention  of  Congress  to  provide  for  the 
marshalling  of  every  fact  which  could  bear  upon  the  value  of  the 
public  utilities  embraced,  /or  the  act  includes  not  only  railroads 
but  telegraphs,  telephones  and  pipe  lines  when  subject  to  the  juris- 
diction of  the  commission. 

For  the  purpose  of  discharging  the  duties  thus  imposed  upon 
it  the  commission  has  created  a  Division  of  Valuation.  This  di- 
vision decides  nothing;  it  simply  gathers  the  information  called  for 
imder  the  direction  of  the  commission  and  tm-ns  it  over  for  its  use. 
All  questions  arising  in  the  prosecution  of  the  work  must  be  passed 
upon  by  the  commission  itself. 

The  work  of  this  division  divides  itself  into  three  general 
classes — engineering,  land,  and  accounting.  To  show  cost  of  re- 
production new  and  cost  of  reproduction  new  less  depreciation, 
exclusive  of  land,  is  an  engineering  problem  and  to  deal  with  it  an 
engineering  force  has  been  organized.  The  requirement  that  each 
piece  of  property  shall  be  dealt  with  in  detail,  as  thus  far  interpreted, 
requires  the  preparation  of  an  inventory  which  shall  list  the  property 
of  the  carrier  by  units;  that  is,  the  inventory  will  show  the  number  of 
yards  of  grading  in  the  property  or  a  given  section  of  the  property, 
distributed  between  the  different  classes,  as  earth,  solid  rock,  loose  . 
rock,  etc. ;  the  number  of  ties,  the  kind,  and  whether  treated  or  un- 
treated; the  nimiber  of  tons  of  rails  distributed  in  various  classes;  the 
bridges,  the  buildings,  etc.,  all  itemized  so  that  it  is  possible  to  know 
the  price  applied  to  each  item. 

In  the  making  of  this  inventory  or  in  the  verification  of  the 
inventory  when  fiunished  by  the  carrier,  the  engineers  of  the  com- 
mission actually  examine  the  property.  The  quantities  are  measured 
and  within  certain  limits  the  various  kinds  of  property  are  enum- 
erated. It  is  not  in  the  natiu-e  of  things  possible  to  observe  every 
article  of  property,  nor  is  this  at  all  necessary  in  order  to  reach  a 
reliable  conclusion,  but  the  government  does  examine  a  representa- 
tive portion  which  is  supposed  to  fairly  represent  the  whole.  In 
the  matter  of  ties,  for  example,  which  is  one  of  the  large  items  in 
the  cost  of  the  average  railroad,  no  attempt  is  made  to  count  every 
tie  but  a  certain  section  of  each  mile  selected  at  random  is  coxmted. 
The  engineering  part  of  this  work  involves  a  much  greater 
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expenditure  of  time  and  money  than  do  the  other  branches.  At 
present  about  1,000  persons  are  employed  in  this  branch. 

The  engineering  work  was  developed  slowly.  It  was  uncertain 
at  the  outset  just  what  ought  to  be  done  or  how  it  should  be  done. 
It  is  only  within  the  last  six  months  that  this  work  has  been,  so  to 
speak,  in  full  swing.  At  the  present  time  about  4,000  miles  of  line 
per  month  are  covered  by  our  engineers.  It  is  hoped  that  the 
present  force  will  dispose  of  substantially  50,000  miles  a  year. 
There  are  in  the  United  States  about  250,000  miles  of  line  and  of 
this  nearly  50,000  miles  will  have  been  surveyed  by  January  1. 
Should  the  present  rate  of  progress  be  maintained,  therefore,  the 
surveys  should  be  well  towards  completion  in  four  years  from  the 
first  of  next  January. 

One  of  the  most  difficult  things  connected  with  this  work  is 
the  statement  of  depreciation.  An  article  of  property  may  lose  its 
value  under  the  action  of  the  natural  elements  alone.  The  tie 
decays  whether  used  or  not  although  the  use  may  hasten  the  end  of 
its  life.  The  life  of  a  rail  depends  almost  entirely  upon  the  amount 
and  character  of  the  traffic  which  passes  over  it  and  the  quaUty  of 
its  maintenance.  The  bridge  goes  out  of  service  because  it  is  no 
longer  of  sufficient  size  to  support  the  heavier  loads  which  are  placed 
upon  it  although  otherwise  in  perfect  condition.  The  problem  of 
combining  these  diflferent  forms  of  lessening  value,  giving  to  each 
its  due  and  proper  weight  in  each  case,  is  an  extremely  perplexing 
one. 

The  stating  of  depreciation  also  adds  enormously  to  the  work 
itself  since  if  that  is  to  be  done  with  any  degree  of  accuracy  a  careful 
examination  is  necessary  where  otherwise  a  simple  check  might 
suffice. 

The  units  when  ascertained  are  being  assembled  and  the  con- 
dition of  depreciation  is  being  stated  so  that  nothing  remains  save 
the  application  of  unit  prices.  Up  to  the  present  time  no  final 
prices  have  been  applied.  The  prices  themselves  can  only  be 
ascertained  and  certain  questions  arising  in  their  application  can 
only  be  answered  by  a  comprehensive  examination  of  the  records 
of  the  carriers.  If  that  examination  were  confined  to  the  few  car- 
riers now  under  valuation,  the  conclusion  might  be  altogether  mis- 
leading.    This  delay  in  the  application  of  prices  will  not  cause  any 
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delay  in  the  final  completion  of  the  wdrk  since  when  the  application 
of  prices  is  fairly  begun  it  can  go  forward  rapidly. 

Some  of  the  most  delicate  problems  in  the  valuation  of  rail- 
roads arise  in  connection  with  lands.  The  proportion  of  value 
which  land  bears  to  other  property  varies  with  diflferent  carriers; 
taking  the  country  as  a  whole  it  is  perhaps  25  per  cent  of  the  whole. 
A  considerable  portion  of  this  present  value  is  unearned  increment 
that  is,  the  increase  in  value  of  the  naked  land  since  it  was  acquired 
by  the  carrier,  and  there  will  be  sharp  controversy  as  to  how  far 
the  carrier  is  entitled  to  the  benefit  of  this  element  of  value  which 
has  cost  it  nothing.  In  many  cases  the  privilege  of  using  its  right 
of  way  for  railroad  purposes  has  been  donated  to  the  carrier  without 
a  conveyance  of  the  fee  itself.  For  example,  the  government  of 
the  United  States  gave  to  the  Northern  Pacific  Railway  the  right  to 
use  for  railroad  purposes  a  strip  of  land  four  hundred  feet  wide 
through  all  government  lands  from  the  head  of  the  Great  Lakes  to 
Puget  Sound.  What  value  is  to  be  assigned  to  that  grant  in  putting 
a  value  upon  the  property  of  the  Northern  Pacific  Company? 

It  is  generally  understood  that  it  costs  a  railroad  company 
more  to  purchase  a  right  of  way  than  the  value  acre  for  acre  of 
adjacent  lands.  In  the  past  it  seems  to  have  been  assumed  that  the 
value  of  the  right  of  way  would  be  determined  by  inquiring  what  it 
would  cost  the  railroad  to  obtain  that  right  of  way  at  the  present 
time  and  the  method  employed  was  to  ascertain  the  value  of 
similar  adjacent  lands  and  to  increase  the  value  thus  obtained  by 
some  multiple. 

The  Supreme  Court  of  the  United  States  in  the  Minnesota 
Rate  Case  apparently  held  that  the  reproductive  method  was  not 
the  proper  test  of  present  value.  Its  decision  apparently  was  that 
the  present  value  of  railroad  lands  was  ordinarily  limited  by  the 
value  of  adjacent  lands  of  a  similar  character  unless  the  railroad 
had  actually  paid  a  greater  amount.  The  value  of  its  lands  would 
therefore  be  ascertained  by  determining  the  number  of  acres  used 
and  applying  the  price  of  similar  adjoining  or  adjacent  lands.  This 
sum  would  be  the  present  value  unless  that  railroad  had  actually 
paid  a  greater  sum  in  the  acquisition  of  the  lands. 

Up  to  the  present  time  the  Division  of  Valuation  has  been 
ascertaining  those  facts  which  would  enable  the  commission  to  fix 
the  value  of  railroad  lands  upon  this  basis.    It  has  divided  those 
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lands  into  various  classes^  has  determined  the  amount  of  each  clasB, 
and  has  ascertained  the  value  of  similar  adjoining  and  adjacent 
lands.  It  has  also  ascertained  in  all  cases  where  this  was  possible 
the  original  cost  of  the  land. 

The  carriers  earnestly  insist  that  the  above  interpretation  of 
the  decision  of  the  Supreme  Court  is  not  correct  and  that  the  present 
value  of  their  lands  is  what  it  :would  cost  to  obtain  those  same  lands 
at  the  present  time.  The  commission  itself  has  not  yet  interpreted 
the  Minnesota  Rate  Case,  nor  has  it  determined  how  the  present 
value  of  these  lands  shall  be  estimated. 

To  carry  forward  the  land  work  a  land  section  of  the  Division 
of  Valuation  has  been  organized.  This  work  necessarily  comes 
after  that  of  the  engineers  and  the  organization  itself  was  subse- 
quent to  that  of  the  engineering  section.  At  the  present  time  70 
men  are  employed  in  this  service  who  cover  from  2,500  to  3,000 
miles  per  month.  This  force  in  the  near  future  will  be  increased  to 
a  point  where  it  can  keep  abreast  of  the  engineering  work. 

A  third  section  of  the  division  has  been  organized  for  the  con- 
duct of  its  accounting  work,  which  divides  itself  into  three  general 
classes: 

1.  Corporate  and  financial  history. 

2.  Original  cost  of  the  property  now  in  existence. 

3.  Studies  in  prices  and  depreciation. 

Under  the  first  head  the  corporate  and  financial  history  of 
the  property,  its  owners  and  users  is  dealt  with.  The  company 
which  originally  constructed  the  road  is  ascertained  and  its  history 
traced  down  to  the  present  time,  thus  showing  in  detail  the  devel- 
opment of  the  system. 

In  this  work  special  attention  is  given  to  the  issue  of  stocks, 
bonds,  notes,  and  all  other  forms  of  obligation.  The  amoxmt  and 
the  tinae  of  the  issue  is  stated,  together  with  its  character  and  the 
consideration  received,  whether  money,  property  or  services.  If 
money,  the  actual  amount  reahzed  by  the  company  is  shown  and 
what  became  of  the  balance.  No  attempt  has  been  made  thus  far 
to  estimate  the  value  of  services  or  of  property  received  for  securi- 
ties. 

An  attempt  is  made  to  show  the  amount  of  money  received  and 
expended  by  the  corporation  during  its  entire  life  and  to  state  the 
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purposes  for  which  the  expenditures  have  been  made.  It  is  never 
possible  to  do  this  exactly  and  the  result  is  often  of  little  value. 

The  general  purpose  is  to  ascertain  the  amount  of  money  which 
has  been  actually  invested  in  the  enterprise  for  the  pm-pose  of  com- 
paring that  amount  with  the  present  capitalization  of  the  company 
and  the  reproductive  cost  of  its  property. 

Up  to  the  present  time  the  original  cost  referred  to  in  the  Act 
has  been  treated  by  the  Division  of  Valuation  as  an  accounting 
proposition;  that  is,  it  has  been  assumed  that  Congress  intended 
to  inquire  for  the  original  cost  as  shown  by  the  books  of  the  carrier. 
Our  accountants  have  been  endeavoring  to  give,  as  required  by  the 
Act,  "in  detail  as  to  each  piece  of  property"  original  cost  to  date. 
This  has  been  generally  found  to  be  impossible.  Previous  to  1907 
the  books  of  the  carriers  were  nor  so  kept  as  to  disclose  this  infor- 
mation in  a  reliable  and  accessible  form;  but  that  fact  can  be  as- 
certained as  to  certain  classes  of  property  Uke  land  and  equipment, 
and  also  with  respect  to  many  structures,  as  bridges  and  buildings 
when  of  considerable  size.  Wherever  the  information  exists  in 
available  shape  it  is  being  compiled  and  will  be  reported. 

Finally  the  accountants  examine  the  account  books  and  other 
records  of  the  carrier  for  the  purpose  of  ascertaining  the  prices 
actually  paid  by  it  in  recent  years  for  the  various  kinds  of  property 
which  enter  into  the  construction  of  the  railroad  and  its  equipment 
as  well  as  the  cost  of  erecting  certain  structures  and  of  performing 
certain  pieces  of  work.  They  also  determine  the  life  of  various 
kinds  and  articles  of  property  and  of  parts  of  other  articles  as  shown 
by  actual  replacements  and  renewals.  The  information  thus  ac- 
cimiulated  is  of  first  importance  to  the  engineer  in  fixing  the  prices 
to  be  used  in  his  estimate  of  reproductive  cost  and  in  his  statement 
of  depreciation. 

There  are  now  employed  in  the  accounting  section  155  men 
and  it  is  probable  that  this  force  must  be  somewhat,  although  not 
greatly,  increased. 

The  division  has  also  commenced  an  inventory  of  telegraph 
property  and  is  covering  at  the  present  time  about  6,000  miles  of 
line  per  month.  This  work  would  be  carried  forward  at  a  more 
rapid  rate  were  it  possible  to  obtain  from  the  owners  of  this  tele- 
graph property  the  pre-inventory  information  which  is  required. 
The  owner  must  furnish  certain  facts  and  documents  before  the 
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work  of  the  government  can  begin  and  there  is  a  limit  to  the  amount 
-which  can  be  reasonably  called  for. 

The  Valuation  Act  requires  that  the  valuation  shall  be  kept 
good  when  completed;  that  is,  that  the  commission  shall  inform 
itself  of  extensions,  additions  and  retirements  and  shall  correct 
its  valuations  from  time  to  time  accordingly.  This  is  a  most  im- 
portant provision  and  what  shall  be  finally  done  under  it  is  a  matter 
of  very  grave  concern.  The  commission  has  already  passed  an 
order  requiring  carriers  whose  property  has  been  inventoried  to 
keep  a  detailed  account  of  all  changes  and  make  report  of  the  same 
to  it.  Exactly  how  the  information  thus  furnished  will  be  used 
in  correcting  the  valuation  has  not  yet  been  determined. 
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FEDERAL   VALUATION   OF   THE   RAILROADS   IN   THE 
UNITED  STATES 

By  Thomas  W.  Hulme, 
General  Secretary,  Presidents'  Conference  Committee. 

The  United  States  Supreme  Court  has  repeatedly  held  that  in 
the  regulation  of  rates  the  common  carrier  is  entitled  to  earn  a 
return  upon  the  value  of  the  property  employed  by  it  in  the  public 
service,  and  is  not  limited  to  the  original  cost  thereof  or  the  amount 
the  carrier  has  invested  therein.  The  Interstate  Commerce  Com- 
mission in  its  first  annual  report  and  frequently  since  has  recom- 
mended that  steps  should  be  taken  to  ascertain  the  value  of  the 
railroads;  such  information  being  deemed  essential: 

To  obtain  a  trustworthy  estimate  of  the  relation  existing  between  the  present 
worth  of  raiboad  property  and  its  cost  to  its  proprietors; 

In  determining  whether  rates  as  fixed  by  the  government  are  confiscatory; 

In  connection  with  railway  taxation; 

In  the  ascertainment  of  a  proper  depreciation  reserve; 

In  testing  the  accuracy  of  the  balance  sheets  of  the  carriers; 

To  the  organization  of  railway  statistics  in  general; 

In  determining  whether  the  railroads  are  under  or  over-capitalized. 

In  1910  Congress  had  under  consideration  a  bill  to  regulate  the 
issuance  of  securities  of  railroad  companies,  but  instead  of  taking 
action  authorized  the  appointment  of  a  commission  to  study  and 
report  with  reference  thereto.  The  commission,  headed  by  Pres- 
ident Arthur  T.  Hadley  of  Yale  University,  advised  in  its  report 
submitted  in  1911  against  such  legislation  pending  a  valuation  of 
the  property  used  in  interstate  conmierce;  the  report  was  probably 
most  influential  in  causing  the  passage  of  the  Valuation  Act  ap- 
proved March  1,  1913. 

The  act  as  passed  was  very  different  from  and  was  a  devel- 
opment of  a  bill  providing  for  the  valuation  of  the  physical  property 
of  the  railroad  companies.  As  such  it  was  known  as  a  bill  "pro- 
viding for  physical  valuation,"  and  passed  the  House  of  Repre- 
sentatives in  that  form,  but  underwent  a  radical  change  in  the 
hands  of  the  Senate  sub-committee,  providing  as  reported,  for  the 
ascertainment  of  the  value  of  all  of  the  property  of  a  carrier  including 
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what  -was  specifically  designated  in  the  act  as  "other  values  and 
elements  of  value,"  thus  specifically  providing  for  the  value  of  the 
railroad  as  a  going  concern,  as  distinguished  from  a  mere  appraisal 
of  the  physical  elements  composing  it. 

It  was  generally  believed  at  the  time  of  the  passage  of  the  act 
that  the  work  involved  constituted  the  greatest  economic  study 
ever  undertaken,  but  even  those  most  interested  and  best  informed 
under-estimated  the  cost  and  the  time  necessary  for  the  work. 
The  Congress  which  passed  the  act  was  informed  that  the  work 
would  be  done  in  from  three  to  five  years  at  a  cost  of  six  to  ten 
millions  of  dollars.  The  recital  of  what  has  since  occurred  will 
clearly  demonstrate  the  inaccuracy  of  these  estimates,  and  the  in- 
dications two  and  one-half  years  after  the  passage  of  the  act  are  that 
the  ^work  will  cost  the  government  and  the  railroads  somewhere 
near  fifty  millions  of  dollars  and  will  take  at  least  ten  years. 

Most  legislation  regulatory  of  corporations  requires  reports  by 
the  corpK>rations  to  the  governing  body.  One  of  the  most  important 
features  of  the  Valuation  Act  requires  the  carriers  to  "cooperate 
with  and  aid  the  commission  in  the  work  of  valuation,"  in  addition 
to  furnishing  maps,  contracts,  reports,  etc. 

In  order  that  this  cooperation  may  be  rendered  in  the  most 
systematic  and  helpful  manner,  the  railroad  companies  selected  a 
committee  of  eighteen  railroad  presidents  to  represent  them  in  this 
work.  That  committee  at  the  request  of  the  commission  has  from 
time  to  time  appointed  engineering,  land,  andaccoimting  committees 
to  consider  with  the  Division  of  Valuation  the  principles  and  in- 
numerable details  connected  with  the  work.  The  commission  was 
fortunate  in  having  one  of  its  members  willing  to  devote  his  entire 
time  to  the  work,  in  consequence  of  which  Mr.  C.  A.  Prouty  re- 
signed from  the  commission  and  was  appointed  Director  of  Val- 
uation. Upon  his  recommendation  the  commission  divided  the 
United  States  into  five  districts,  and  has  created  administrative 
boards  of  engineers,  land  attorneys,  and  accountants  of  five  members, 
one  member  for  each  district.  The  commission  also  appointed  an 
advisory  board  to  act  in  a  supervisory  capacity  and  aid  in  the  solu- 
tion of  the  more  important  questions. 

A  solicitor  was  likewise  designated  to  supervise  the  legal  work 
of  the  government,  and  the  railroad  companies  have  created  a 
comDCiittee  of  counsel.     The  legal  features  of  the  work  are  of  great 
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importance;  the  amount  of  detail  and  the  expenses  involved  re- 
quire that  care  should  be  taken  to  see  that  it  is  done  in  conformity 
with  the  requirements  of  the  act. 

Notwithstanding  the  realization  by  the  representatives  of  the 
government  and  the  railroad  companies  that  a  valuation  could  not 
be  made  until  a  decision  had  been  reached  upon  the  many  important 
principles  involved,  it  was  decided  to  proceed  with  the  onerous  task 
of  inventorying  in  detail  as  required  by  the  act,  all  of  the  property, 
as  it  was  felt  that  in  solving  the  problems  arising  in  connection 
therewith,  the  experience  thus  obtained  would  be  a  valuable  aid  in 
reaching  a  correct  decision  upon  the  principles  involved. 

The  method  of  inventorying  was  considered  by  the  Engineering 
Board  of  the  government,  which  held  a  number  of  conferences  with 
the  engineering  committee  representing  the  carriers.  The  carriers 
offered  to  make  and  submit  inventories  of  their  properties,  but  the 
government  representatives  concluded  that  they  would  prefer  maps 
showing  the  lands  of  the  carriers  and  the  improvements  thereon, 
and  to  make  their  own  measurements.  While  agreeing  that  the 
maps  of  the  lands  should  be  furnished,  the  carriers  urged  and  still 
feel  that  an  inventory  furnished  by  them  of  their  improvements 
would  be  far  more  serviceable  than  any  map,  which  could  not  be 
more  than  a  picture  of  their  impro\ements.  The  government  has 
since  partially  recognized  this  contention  by  an  order  empowering 
the  Director  of  Valuation  to  require  the  carriers  to  furnish  an  in- 
ventory of  their  improvements  in  terminals  and  other  congested 
districts.  Notwithstanding  this  fundamental  difference  of  view  as 
to  procedure  the  carriers  are  successfully  aiding  the  government  in 
its  work.  The  field  parties  of  the  government  are  accompanied  by 
a  representative  of  the  carrier  who  points  out  the  property  and  as- 
sists in  the  correct  ascertainment  of  the  quantities  by  furnishing  the 
government  with  detailed  plans  of  structures,  and  by  the  production 
of  records  where  they  exist.  This  is  essential  where  the  ascertain- 
ment of  the  amount  of  work  done  is  not  readily  observable  from 
the  surface  conditions,  as  in  the  case  of  foundations  extending  far 
below  the  present  surface  of  the  ground,  and  where  the  amount  of 
work  in  graduation  is  difl5cult  to  determine  by  reason  of  the  change 
in  surface  conditions  in  adjacent  territory. 

The  commission  wisely  proceeded  experimentally  with  a 
few  field  parties  until  such  a  time  as  experience  had  demonstrated 
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the  nature  of  the  best  organization  thereof,  and  the  number  that 
could  be  properly  supervised  by  such  a  headquarters  organization 
as  could  well  be  created.  At  the  present  time  the  government  is 
surveying  about  4,000  miles  of  road  a  month,  the  number  of  miles 
varying  in  different  sections  of  the  country  depending  upon 
-whether  it  is  thickly  settled  or  otherwise  and  whether  of  a  flat  or 
mountainous  nature,  the  number  of  tracks  and  the  quantities  and 
character  of  the  raiboad  under  inspection. 

As  the  conunission  had  only  $500,000  at  its  disposal  from  March 
1,  1913  to  June  30,  1914,  it  was  not  in  a  position  to  do  a  large  amoimt 
of  field  work.  For  the  year  ending  June  30, 1915,  it  had  $2,300,000. 
Now,  however,  it  is  estimated  that  with  the  continuation  of  the 
present  appropriation  of  $3,000,000  per  annum  it  will  be  able  in 
four  years  from  January  1,  1916,  to  survey  most  of  the  250,000 
irdles  of  railroad  in  the  United  States.  As  the  government  has  not 
undertaken,  however,  any  work  upon  the  trunk  line  railroads  with 
two,  three  or  four  tracks,  I  do  not  believe  the  government  will  be  able 
to  complete  the  work  within  that  time. 

Experience  has  shown  that  the  greatest  progress  is  made  where 
the  carrier  prepares  for  the  work  by  a  year's  investigation  prior  to  the 
commencing  of  field  work  by  the  government  forces.  The  Director 
of  Valuation  has,  therefore,  prepared  a  tentative  program  so  that 
the  carriers  may  know  when  to  expect  the  government  to  commence 
the  "work  on  their  roads.  It  is  not  only  helpful  to  the  government, 
but  partially  avoids  the  creation  and  maintenance  of  an  unnecessary 
organization  upon  the  part  of  the  railroad  company  prior  to  the  time 
when  it  should  commence  work  of  preparation  for  the  government. 

The  selection  and  education  of  the  railroad  representatives 
generally  known  as  pilot  engineers  is  one  of  the  most  important 
features  of  the  work.  These  men  should  have  sufllcient  time  at 
their  disposal,  before  beginning  of  work  by  the  government  forces, 
to  become  thoroughly  familiar  with  both  the  records  and  the 
physical  property  of  the  portions  of  the  railway  which  are  assigned 
to  them. 

The  government  and  the  railroads  early  recognized  that  in 
order  to  avoid  endless  disputes  upon  many  of  the  details  it  would 
be  important  to  agree  upon  the  facts  while  the  inventory  is  being 
made.  It  was  therefore  arranged  that  where  a  carrier  cooperated 
by  sending  its  representative  along  with  the  government  field  parties 
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that  the  carrier  should  receive  a  copy  of  the  notes  taken  by  the 
government  field  parties,  and  that  these  notes  should  be  checked  by 
the  carrier  and  any  exception  taken  thereto  within  a  limited  period  of 
time.  No  arrangement  has  so  far  been  made  for  the  settlement  of 
disputes  or  where  the  exception  is  taken  by  the  carrier  if  the  govern- 
ment notes  do  not  record  all  of  the  facts.  It  is,  however,  expected 
that  provision  therefor  will  be  made  in  the  near  future. 

After  the  calculation  and  assembling  of  quantities  comes  the 
application  of  prices  in  order  to  make  an  inventory.  It  is  contended 
that  there  ought  not  to  be  differences  that  cannot  be  adjusted  with 
reference  to  quantities,  but  it  is  conceded  that  the  determination  of 
prices  offers  the  opportunity  for  wide  differences  of  opinion.  The 
prices  of  labor  and  material  vary  in  different  parts  of  the  United 
States,  and  vary  from  time  to  time.  The  lowest  prices  usually 
occur  in  periods  of  business  depression  during  which  there  is  little 
railroad  construction.  The  prices  of  some  materials  have  a  tend- 
ency steadily  upward  and  a  few  have  uniformly  decreased,  and 
others  widely  fluctuate,  but  it  is  believed  that  a  study  of  records 
over  a  sufllcient  period  of  time  will  disclose  (except  where  there  is  a 
pronounced  tendency  in  one  direction)  an  average  price  prevailing 
during  a  period  of  five  or  ten  years,  which,  when  modified  by  the 
trend,  will  indicate  what  prices  should  be  fairly  applied  for  materials. 
The  amount  to  be  allowed  for  labor  is,  however,  more  diflficult.  That 
proposition  may  be  most  easily  illustrated  by  the  statement  that 
from  fifty  cents  to  one  dollar  more  per  day  is  paid  in  some  classes  of 
construction  work  than  for  similarly  described  occupations  in  the 
more  steady  and  less  exacting  railroad  maintenance  work.  This  is 
partially  explained  by  the  permanency  of  employment  in  connec- 
tion with  maintenance  work  as  distinguished  from  the  temporary 
character  and  somewhat  more  hazardous  and  hard  nature  of  con- 
struction work. 

The  Valuation  Act  requires  that  the  commission  shall  ascertain 
and  report  to  Congress  the  original  cost,  the  cost  of  reproduction 
new,  and  the  cost  of  reproduction  less  depreciation.  The  commis- 
sion has  found  that  the  records  of  many  carriers  are  very  meager  or 
have  been  destroyed  by  fire  or  lost  in  consolidations,  and  that  it  is 
therefore  impossible  to  so  comply,  as  to  original  cost,  wth  the  act 
in  the  case  of  those  carriers,  and  that  the  cost  of  doing  so  in  the  case 
of  the  others  is  almost  prohibitive.     One  original  estimate  of  the 
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cost  of  valuing  the  railroads  was  as  low  as  $10  per  mile.  In  one  case 
the  commission  expended  $110  a  mile  in  investigating  the  original 
coBt  of  a  railroad  constructed  within  the  last  twenty  years. 

The  determination  of  correct  principles,  which  is  so  important 
from  an  economic  standpoint,  is  perhaps  best  illustrated  by  the  diffi- 
culty in  valuing  the  land  and  the  treatment  of  the  question  of  de- 
preciation. Substantial  differences  of  opinion  now  exist  between 
the  government  and  the  carriers  on  these  subjects,  and  it  may  prove 
to  be  unfortunate  that  the  act  seemingly  makes  no  provision  for  the 
testing  in  the  courts  of  the  legal  principles  involved,  until  after  a 
valiiation  has  been  completed.  The  Valuation  Act  is  specific  in  its 
requirements  as  to  what  the  commission  shall  ascertain  and  report 
as  to  ^what  the  railroad  companies  paid  to  acquire  their  lands  and  as 
to  the  methods  employed  by  the  commission  in  determining  the 
present  value  thereof.  It  contains  no  detailed  directions,  however, 
with  reference  to  depreciation.  The  necessity,  which  was  so  long 
ago  recognized,  of  economical  transportation  facilities  caused  all 
state  legislatures  to  provide  for  a  means  of  acquisition  by  railroad 
companies  of  property  and  property  rights  in  order  that  railroads 
might  be  constructed  upon  proper  alignment  and  reasonable  grades. 
The  rights  of  way  owned  by  the  railroad  companies  were  thus 
acquired  where  the  owner  and  the  representatives  of  the  railroad 
company  could  not  agree  as  to  the  value  of  the  property  taken. 
Recognizing  that  the  benefit  to  the  community  of  a  railroad  by  the 
most  direct  available  route  might  deprive  property  owners  of  some- 
thing more  than  the  mere  proportionate  part  represented  by  the 
area  of  the  part  taken  of  the  value  of  his  property  as  a  whole,  the 
legislatures  and  the  courts  have  invariably  held  that  the  owner 
should  be  paid  the  difference  between  the  value  of  his  property 
before  and  after  the  taking  of  the  part  of  his  property  by  the  rail- 
road comi>any.  The  railroad  company  thus  acquired  not  merely  a 
parcel  of  land,  but  property  rights,  the  value  of  which  must  now 
be  ascertained  in  finding  the  value  of  the  property  as  a  whole.  The 
difficulty  of  determining  these  property  values  is  generally  recog- 
nized, and  is  fully  dealt  with  in  the  brief  recently  filed  by  the 
railroad  companies  with  the  Interstate  Commerce  Commission. 

The  difficulty  in  connection  with  depreciation  is  largely  caused 
by  the  failure  to  distinguish  between  deterioration  and  depreciation 
as  commonly  understood.     Deterioration  is  a  change  from  a  con- 
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dition  of  newness.  Such  a  change  is  bound  to  occur,  and  in  large 
and  complex  properties  like  a  railroad  which  takes  several  years  to 
complete,  so  that  many  of  the  minor  items,  such  as  ties,  entering 
into  its  construction  even  at  the  time  the  property  is  first  put  into 
operation,  are  not  absolutely  new.  In  a  railway  maintained  in  the 
best  possible  condition,  all  of  its  parts  cannot  be  new  at  any  one 
time.  To  call  this  change  depreciation  and  deduct  from  the  cost  of 
putting  the  part  in  place  is  to  immediately  declare  that  the  value 
of  the  investment  is  less  than  the  cost  necessary  to  create  the  prop- 
erty. 

Parts  of  a  complex  property  like  a  railroad  do  not  all  wear  out 
at  once,  and  so  long  as  they  are  replaced  from  time  to  time  when 
replacement  is  due,  the  property  as  a  whole  has  not  depreciated. 
This  is  strikingly  true  of  a  roadbed  which  has  a  greater  value  when 
properly  maintained  after  years  of  use  than  it  had  when  first  con- 
structed. In  order  to  operate  trains  over  the  railroad  with  safety 
and  speed,  the  roadbed  must  become  settled,  which  takes  several 
years;  the  ballast  and  ties  and  rails  in  the  track  must  become  ad- 
justed by  work  which  can  only  be  done  as  time,  labor  and  the  action 
of  the  trains  and  the  elements  bring  about  the  solidified  condition 
of  the  roadbed.  Time  also  demonstrates  that  changes  are  desirable 
that  are  not  due  to  mere  maintenance.  Some  parts  of  the  property 
become  inadequate  or  obsolete,  and  while  possessing  structural 
strength  to  perform  the  work  for  which  they  were  designed,  it  is  not 
longer  desirable  to  keep  them  in  service  from  an  economic  stand- 
point. For  this  reason  even  in  the  best  and  most  properly  maintained 
railroad  properties,  renewal  funds  have  of  late  years  sometimes 
been  created  where  earnings  would  permit  of  the  setting  aside  of  a 
sum  therefor.  The  creation  of  such  a  fund,  however,  should  not  be 
taken  as  depreciation  in  the  property  as  it  exists.  Unless  public 
policy  would  permit  the  creation  of  such  a  fund,  or  the  earning 
of  a  rate  suflScient  to  care  for  such  expenditures,  the  replacements 
would  have  to  be  wholly  paid  for  by  the  issuance  of  new  capital. 
To  so  provide  for  the  cost  would  be  unwise  because  it  would  be*  un- 
economical and  would  build  up  a  disproportionate  capitalization. 
The  development  of  our  transportation  machine  has  been  so  rapid 
in  recent  years  that  statistics,  unless  very  carefully  analyzed,  are 
misleading,  for  there  has  not  been  a  proper  distinction  in  accounting 
between  expenditures  which  are  for  the  replacement  of  parts  in  the 
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mamtenance  and  the  replacement  by  the  more  eflBcient  instrument. 
It  is  important  in  this  connection  to  keep  in  mind  the  past  practice 
of  the  carrier  with  respect  to  the  creation  of  the  renewal  fund  where 
any  has  been  created  and  the  future  policy  of  the  regulating  body 
fldth  reference  thereto. 

But  few  railroad  properties  exist  today  in  the  form  in  which 
they  were  originally  constructed.  The  business  of  the  past  did  not 
justify  such  vast  expenditures  as  are  now  made,  but  there  is  fre- 
quently the  question  as  to  whether  the  most  economical  way  of 
producing  the  property  in  its  present  condition  would  not  involve, 
even  at  the  present  time,  the  construction  of  at  least  some  of  the 
property  which  is  not  now  in  service,  and  which  is  designated  as 
abandoned  property.  The  consideration  of  such  expenditures  is 
one  of  the  problems  of  the  commission  in  determining  present  cost 
of  the  reproduction  of  the  property. 

The  Interstate  Commerce  Commission  had  up  to  September 
15  last  served  upon  the  carriers  twenty  orders  in  connection  with  the 
valuation  work.  While  the  time  allowed  to  comply  therewith  is 
less  in  the  judgment  of  the  railroad  representatives  than  is  reason- 
ably necessary,  the  effort  in  all  cases  is  being  made  to  comply. 
They  provide  for  maps  and  profiles,  inventory  of  stock  materials 
and  supplies,  for  schedules  of  land  and  equipment  and  the  original 
cost  thereof,  and  for  a  great  number  of  schedules  of  prices  paid  by 
the  carriers  for  materials  and  labor.  Other  orders  call  for  informa- 
tion relating  to  abandoned  property,  and  for  information  as  to  owner- 
ship of  industrial  side  tracks  not  located  on  the  right  of  way  or 
station  grounds  of  the  railroad  companies;  for  reports  as  to  aids, 
gifts,  grants  and  donations,  and  for  the  preparation  of  a  corporate 
history  to  be  illustrated  by  a  chart  and  accompanied  by  a  descrip- 
tive statement.  For  convenience  of  reference,  but  not  deemed  of 
any  importance  in  determining  value,  the  carriers  are  required  to 
make  reports  as  to  portions  of  the  property  that  they  have  leased, 
and  inventory  their  minute  books  and  accounting  and  other  records. 
In  order  to  keep  the  inventory  when  made  up  to  date,  provision  is 
made  for  keeping  a  record  of  additions  and  betterments  and  ex- 
tentions,  also  deletions.  Such  a  correction  of  the  inventory,  how- 
ever, will  not  disclose  the  value  of  the  property,  as  its  condition, 
earnings  and  other  factors  are  vital  elements  at  any  time  in  de- 
termining the  value. 
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As  there  is  much  earnest  discussion  and  doubt  as  to  whether 
the  valuation  work  when  completed  will  serve  any  useful  purpose, 
I  express  the  opinion  that  when  the  work  is  completed  the  results 
will  convince  the  public  that  the  railroad  properties  in  the  United 
States  are  worth  much  more  than  their  present  capitalization. 
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THE  CONFLICT  BETWEEN  STATE  AND  FEDERAL  REGU- 
LATION OF   RAILROADS 

By  Walker  D.  Hikes, 

New  York  City. 

The  Interstate  Commerce  Act  declares  (section  3)  that  it  shall 
be  unlawful  for  any  common  carrier  engaged  in  interstate  commerce 
to  raake  or  give  any  undue  or  unreasonable  preference  or  advantage 
to  any  particular  person,  locality  or  description  of  traflSc  in  any 
resi>ect  whatsoever,  or  to  subject  any  particular  person,  locality  or 
description  of  traflSc  to  any  undue  or  unreasonable  prejudice  or 
disadvantage  in  any  respect  whatsoever. 

If  a  conamon  carrier  on  its  own  initiative  should  establish  an 
intrastate  rate  which  would  work  an  unreasonable  preference  or 
prejudice  to  any  shipping  interest  concerned  with  an  interstate 
rate  of  the  common  carrier,  such  action  would  be  a  violation  of  this 
provision.  For  example,  if  a  common  carrier  should  establish  an 
intrastate  rate  between  St.  Louis  and  Kansas  City  so  low  in  com- 
parison with  the  interstate  rates  established  by  it  between  Chicago 
and  Kansas  City  as  to  subject  those  interested  in  traffic  between 
Chicago  and  Kansas  City  to  an  undue  prejudice  or  disadvantage, 
such  action  of  the  conunon  carrier  would  be  a  violation  of  the  Inter- 
state Commerce  Act. 

If  the  intrastate  rate  which  works  the  undue  prejudice  to  the 
interest  concerned  in  the  interstate  rate  is  established  by  state 
statute  or  by  order  of  a  state  commission,  such  statute  or  order 
necessarily  becomes  void  when  such  prejudicial  effect  is  ascertained 
in  the  manner  prescribed  by  the  Interstate  Commerce  Act.  To 
follow  the  illustration  just  used,  if  the  legislature  of  Missouri  should 
pass  a  statute  or  the  commission  of  Missouri  should  make  an  order 
prescribing  a  rate  between  St.  Louis  and  Kansas  City  which  would 
work  an  undue  prejudice  to  those  interested  in  traffic  between 
Chicago  and  Kansas  City,  such  statute  or  order  would  be  void  when 
the  fact  of  the  undue  prejudice  had  been  duly  estabUshed  in  a  pro- 
ceeding before  the  Interstate  Commerce  Commission. 

The  invalidity  of  the  state  statute  or  order  under  the  circum- 
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stances  supposed  is  the  natural  result  of  our  form  of  government. 
Commerce  among  the  states  is  committed  to  the  care  of  Congress 
by  the  federal  constitution.  Direct  burdens  cannot  be  imposed 
upon  that  commerce  by  state  legislation  or  under  state  authority. 
It  would  be  diflScult  to  conceive  a  more  direct  burden  upon  com- 
merce among  the  states  than  an  intrastate  rate  adjustment  which 
works  a  prejudice  to  those  concerned  in  interstate  commerce  so 
unreasonable  that  it  would  be  in  violation  of  an  act  of  Congress  if 
done  by  the  common  carrier  on  its  own  initiative.  The  federal 
constitution  wisely  provides  that  the  laws  of  the  United  States 
made  in  pursuance  thereof  shall  be  the  supreme  law  of  the  land 
"anything  in  the  constitution  or  laws  of  any  state  to  the  contrary 
notwithstanding."  The  necessity  for  such  a  paramount  national 
authority  in  matters  of  national  concern  is  self-evident.  This 
necessity  is  particularly  striking  with  reference  to  the  interstate 
rates  of  conmion  carriers.  It  would  be  unthinkable  under  our 
scheme  of  government  that  the  state  of  Missouri  should  decide  the 
commercial  fate  of  the  city  of  Chicago  even  with  reference  to  trafiSc 
from  or  to  Kansas  City.  There  is  only  one  power  which  has  a 
horizon  broad  enough  to  decide  what  ought  to  be  done  and  only  one 
power  extensive  enough  to  reach  all  the  parties  concerned  and  that 
power  is  the  government  of  the  United  States. 

Even  if  the  Interstate  Commerce  Act  applied  only  to  specific 
interstate  shipments,  the  act  would  control  an  interstate  rate  ad- 
justment which  unreasonably  prejudiced  such  specific  interstate 
shipments.  But  the  act  is  not  drawn  to  apply  merely  to  interstate 
shipments.  It  is  drawn  to  apply  to  common  carriers  which  are 
engaged  in  interstate  commerce  and  it  applies  to  the  entire  business 
of  those  conmion  carriers,  excluding  only  the  business  which  is 
expressly  excepted.  The  only  exception  is  business  which  is 
''wholly  within  one  state."  When  a  state  rate  adjustment  afifects 
business  in  addition  to  business  that  is  wholly  within  one  state,  then 
the  exception  ceases  to  apply. 

These  results  inevitably  follow  from  an  economic  fact  which 
no  legislation  can  abolish  and  that  fact  is  that  the  influence  and 
effect  of  a  rate  of  a  railroad  company  extend  beyond  the  specific 
traflBc  to  which  the  particular  rate  primarily  relates.  If  we  could 
not  only  make  but  could  put  into  effect  the  almost  unthinkable 
supposition  that  every  railroad  rate  could  be  regarded  as  a  thing 
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entirely  to  itself  and  concerning  no  one  but  the  shipper  and 
the  consignee  of  the  specific  article  carried  on  that  rate,  then  the 
public  would  have  no  reason  for  making  any  effort  to  secure  a 
reasonable  relative  adjustment  of  rates  so  as  to  prevent  one  rate 
from  being  injurious  to  others  who  use  other  rates,  and  intrastate 
rates  could  stand  without  regard  to  their  relationship  to  interstate 
rates.  But  if  we  abandon  such  a  strenuous  exercise  of  the  imagina- 
tion and  face  the  facts,  we  know  that  there  is  an  inter-relation  of 
rates  which  is  inherent  in  the  nature  of  the  business  conducted  by 
the  railroads  (and  it  is  this  inter-relation  which  is  the  basis  of  the 
whole  scheme  of  public  regulation  of  rates)  and  that  no  legislation 
can  change  this  condition.  It  is  equally  a  fact,  which  no  legislation 
can  change,  that  this  inter-relation  is  not  affected  in  the  slightest 
degree  by  the  imaginary  line  which  separates  one  state  from  another. 
Hence  a  rate  primarily  dealing  with  an  intrastate  transaction  may 
have  a  substantial  practical  effect  upon  some  phase  of  interstate 
conunerce;  and  the  very  arising  of  this  condition  inevitably  brings 
the  matter  within  the  power  of  Congress. 

This  matter  is  settled  by  the  decision  of  the  Supreme  Coiu-t 
of  the  United  States  on  June  8, 1914,  in  the  case  of  Houston  &  Texas 
Railway  Co.  v.  UnUed  States,  234  U.  S.  342.  In  that  case  the  Inter- 
state Commerce  Commission  prescribed  maximum  rates  from 
Shreveport,  Louisiana,  to  points  in  Texas  intermediate  between 
Shreveport  and  Dallas.  The  Commission  also  foimd  that  the 
carriers  maintained  higher  rates  from  Shreveport  to  such  Texas 
points  than  those  prescribed  by  the  Texas  Conunission  from  Dallas 
to  such  points  imder  substantially  similar  conditions  and  that 
thereby  an  undue  preference  was  given  to  Dallas.  The  Commission 
accordingly  ordered  the  carrier  to  desist  from  charging  higher  rates 
from  Shreveport  to  such  intermediate  points  than  were  contempor- 
aneously charged  from  Dallas  toward  Shreveport  for  equal  distances. 
The  order  contained  similar  provisions  concerning  the  rates  from 
Shreveport  and  Houston  to  points  intermediate  between  those  two 
cities.  Under  this  order  the  carriers  had  the  right  to  correct  the 
imdue  preference  by  increasing  their  intrastate  rates  from  Dallas 
and  Houston  to  the  designated  points  in  Texas  up  to  the  maximum 
rates  which  the  Conmiission  had  prescribed  from  Shreveport  for 
equ^  distances  toward  Dallas  and  Houston  respectively. 

The  Supreme  Court,  in  an  opinion  by  Mr.  Justice  Hughes,  upheld 
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this  order.  The  court  held  that  Congress  had  the  power  to  control 
the  intrastate  charges  of  an  interstate  carrier  to  the  extent  necessary 
to  prevent  injurious  discrimination  against  interstate  trafSc,  and 
that  Congress  had  exercised  this  power.  The  court  pointed  out 
that  the  provisions  of  section  3  of  the  Interstate  Commerce  Act 
against  undue  preference  and  undue  prejudice  were  sweeping  and 
that  there  was  no  exception  with  respect  to  an  imreasonable  dis- 
crimination against  interstate  traffic  produced  by  the  relation  of 
intrastate  rates.  The  following  quotation  is  from  the  court's 
concluding  remarks: 

We  are  not  unmindful  of  the  gravity  of  the  question  that  is  presented 
when  state  and  federal  views  conflict.  But  it  was  recognized  at  the  beginning 
that  the  nation  could  not  prosper  if  interstate  and  foreign  trade  were  governed 
by  many  masters,  and,  where  the  interests  of  the  freedom  of  interstate  codo- 
merce  are  involved,  the  judgment  of  Congress  and  of  the  agencies  it  lawfully 
establishes  must  control. 

Manifestly  the  Interstate  Commerce  Commission's  duty  to 
protect  interstate  commerce  from  unreasonably  prejudicial  in- 
trastate rates  and  practices  is  precisely  the  same  whether  those 
injurious  rates  and  practices  are  initiated  by  the  carrier  or  by  officers 
of  the  state. 

The  doctrine  of  the  Shreveport  case  applies,  of  course,  not  only 
to  unlawful  discriminations  in  rates  but  to  all  acts  of  prejudicial 
conduct  required  under  state  authority  which  would  be  unlawful 
under  the  Interstate  Commerce  Act  if  committeed  by  carriers  on 
their  own  initiative.  For  example,  this  statement  includes  preju- 
dicial discriminations  or  burdens  as  to  practices  such  as  the  unequal 
distribution  of  cars  and  the  preferential  movement  of  trains  or  of 
particular  sorts  of  traffic. 

So  far  the  writer  has  dealt  with  this  matter  from  the  standpoint 
merely  of  the  prejudice  to  specific  interstate  traffic  conducted  in 
competition  with  the  intrastate  traffic  which  enjoj^  the  preference. 
But  the  paramount  national  control  of  interstate  railroads  rests 
upon  an  even  broader  and  deeper  foundation  than  the  relative 
adjustment  of  rates  of  competing  shippers.  Interstate  shippers 
and  passengers  have  the  right  to  fair  treatment  in  the  rates  for 
transportation  upon  railroads,  and  they  also  have  the  even  more 
important  right  to  have  railroads  upon  which  an  efficient  transpor- 
tation service  can  take  place. 
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It  is  probably  fair  to  say  that  on  an  average  at  least  three  fourths 
of  the  railroad  business  handled  by  railroad  companies  in  the 
United  States  is  interstate  and  foreign  business  and  not  more  than 
one  fourth  is  intrastate  business.  As  to  any  one  railroad,  this 
one-fourth  intrastate  business  is  split  up  among  all  the  states 
through  which  that  railroad  runs.  Consequently  the  interest  of 
any  one  state  (when  tested  by  its  intrastate  business  alone),  in  a 
given  railroad  is  ordinarily  a  very  small  fraction  of  the  total  interest 
of  the  general  public  in  the  business  of  that  railroad. 

In  view  of  the  great  predominance  of  interstate  and  foreign 
traffic,  the  successful  operation  of  the  railroads  is  a  matter  of 
concern  far  more  to  the  nation  than  to  the  intrastate  business  of 
any  individual  state  or  of  all  the  individual  states  put  together. 

It  is  indispensable  to  the  successful  conduct  of  railroads  under 
private  ownership  that  they  shall  enjoy  a  net  income  suflSeient  to 
enable  them  to  attract  the  additional  capital  which  they  need  in 
order  to  keep  their  public  service  abreast  of  the  growth  of  business 
and  of  the  increasing  public  demand  for  improved  and  safer  service. 
If  this  condition  fails  the  breakdown  of  railroad  credit  will  result 
and  national  ownership  or  national  guaranty  of  railroad  securities 
must  follow.  Therefore,  until  the  nation  elects  to  change  the  pres- 
ent policy  of  private  ownership,  it  is  a  matter  of  paramount  interest 
to  the  nation  that  the  railroads  necessary  to  carry  the  interstate 
and  foreign  traffic  in  which  the  nation  is  interested  shall  enjoy  a 
sufficient  net  income  to  continue  the  proper  development  of  their 
service. 

An  impairment  of  the  net  income  of  a  railroad  company 
through  the  action  of  a  single  state  is  necessarily  an  impairment  of 
the  company's  general  resources  and  credit  and  the  injurious  con- 
sequences cannot  be  segregated  and  confined  to  the  company's 
intrastate  business  in  that  state.  Railroad  operations  for  interstate 
purposes  and  for  intrastate  purposes  are  inseparably  intermingled 
and  money  invested  in  railroad  improvements  is  devoted  indis- 
criminately to  intrastate  service  and  to  interstate  service.  In- 
vestors in  determining  whether  to  invest  in  the  securities  of  a  rail- 
road company  look  at  its  retiu*ns  as  a  whole.  If  they  are  confronted 
with  the  probability  that  the  railroad  company's  net  income  is 
going  to  be  cut  to  the  extent  of  $1,000,000  per  year,  that  cut  is  the 
ultimate  fact  which  arrests  the  investor.    It  makes  no  difference 
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to  him  whether  the  tnt  comes  from  state  action  or  federal  action. 
The  result  in  all  cases  of  substantial  impairment  of  net  income  is 
the  same,  regardless  of  the  source  of  the  reduction,  that  the  raising 
of  money  for  railroad  improvement  is  rendered  more  difficult  and 
costly  if  not  temporarily  impracticable. 

The  impairment  of  railroad  credit  by  state  action  may  come 
from  increases  in  operating  expenses  and  taxes  or  from  reductions 
in  revenues  or  from  requirements  of  additional  capital  expenditures. 
The  extent  of  the  burdens  resulting  from  state  action  on  these 
matters  is  not  generally  understood,  has  never  been  adequately 
catalogued  and  presented,  and  is  only  imperfectly  appreciated  by 
the  railroad  managers  themselves. 

It  is  probably  true  that  the  greatest  impairment  comes  through 
increases  in  operating  expenses  and  taxes,  although  reductions  in 
rates  are  perhaps  more  obvious.  The  state  laws  relative  to  full 
crews,  length  of  trains,  hours  of  service,  and  all  the  countless  details 
of  operation  impose  in  the  aggregate  enormous  burdens  upon  rail- 
road companies,  seriously  diminish  their  net  income  and  impair 
their  credit  to  the  prejudice  of  the  interests  of  the  nation. 

In  the  matter  of  rates  there  is  a  serious  direct  impairment  of 
general  railroad  credit  due  to  the  loss  of  revenue  resulting  from 
unduly  low  rates  as  applied  to  intrastate  ^business  in  a  particular 
state.  But  state  action  has  a  still  further  important  bearing  upon 
railroad  results  because  in  many  matters  the  state  rates  have  a 
controlling  effect  upon  rates  beyond  the  borders  of  the  states. 
Rates  fixed  by  the  state  of  Missouri  between  St.  Louis  and  Kansas 
City  control  the  rates  between  points  in  Illinois  and  Indiana  and 
points  in  Kansas  and  Colorado.  Rates  prescribed  by  the  state  of 
Ohio  have  a  controlling  influence  upon  rates  between  Ohio  and 
Indiana  and  Illinois  points  and  even  upon  rates  wholly  within  the 
states  of  Indiana  and  Illinois.  Rates  fixed  by  the  state  of  Georgia, 
coupled  with  ocean  rates  to  Georgia  ports,  control  the  rates  from 
New  York  and  Philadelphia  to  Georgia  points  and  other  points  in 
the  Southeast,  and  this  in  turn  controls  the  rates  from  Louisville 
and  Cincinnati,  St.  Lrouis  and  Chicago  to  the  same  points  in  the 
Southeast.  Rates  fixed  by  the  state  of  Texas  from  Galveston  to 
Texas  points,  coupled  with  ocean  rates  to  Galveston,  control  to  a 
large  extent  the  interstate  rate  structure  from  New  York  and  many 
other  cities  to  Texas  points. 
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In  these  ways  it  is  always  possible,  and  it  frequently  happens, 
that  the  action  of  a  single  state  taken  by  legislators  or  commissioners 
who,  of  course,  are  charged  with  no  responsibility  as  to  national 
afifairs  and  have  no  adequate  opportunity  or  encouragement  to 
take  a  national  survey  of  the  situation,  operates  directly  to  increase 
expenses  or  cut  down  revenues  and  thereby  to  impair  the  net  in- 
come and  consequently  the  credit  of  a  railroad  company  when 
perhaps  more  than  ninety  per  cent  of  the  business  of  the  company 
is,  in  a  constitutional  sense,  entirely  beyond  the  jurisdiction  of 
that  state  and  when  the  welfare  and  credit  of  the  company  is 
primarily  a  matter  of  national  concern. 

But  the  difficulties  go  beyond  matters  which  relate  to  the  net 
income  from  railroad  operations.  The  issue  of  railroad  securities 
is  largely  dependent  upon  state  action,  although  those  securities 
are  issued  primarily  to  raise  money  for  railroad  development  which 
is  primarily  and  principally  for  national  as  distinguished  from  state 
use.  A  state  may  withold  or  delay  action  upon  the  issue  of  securi- 
ties to  the  serious  prejudice  of  the  interest  of  other  states  and  of 
the  nation. 

Again,  the  abiUty  of  a  railroad  company  to  carry  on  business 
to  the  advantage  of  the  country  generally  may  be  dependent  on  its 
getting  a  charter  or  a  hcense  from  a  particular  state  although  not 
five  per  cent  of  the  company's  business  may  be  intrastate  traffic 
in  that  state. 

As  was  said  by  the  Supreme  Court  in  the  Shreveport  case  above 
referred  to,  "It  was  recognized  at  the  beginning  that  the  nation 
could  not  prosper  if  interstate  and  foreign  trade  were  governed  by 
many  masters."  It  is  becoming  increasingly  manifest  that  the 
railroad  credit  which  is  indispensable  to  provide  under  private 
ownership  the  channels  for  interstate  and  foreign  trade  cannot  be 
permanently  seciu*ed  if  the  factors  which  must  underlie  that  credit 
are  governed  by  "many  masters,"  that  is,  by  forty-eight  states,  as 
well  as  by  the  nation. 

To  an  important  extent  the  relief  from  the  injurious  effect  of 
the  regulations  of  the  "many  masters"  may  come  from  the  Inter- 
state Commerce  Commission  exerting  emphatically  the  powers 
conferred  upon  it  by  the  Interstate  Commerce  Act  and  recognized 
and  enforced  in  the  Shreveport  Case. 

With  reference  to  matters  outside  of  the  scope  of  the  Inter- 
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state  Commerce  Act,  injurious  state  action  in  extreme  cases  may 
be  set  aside  by  the  Supreme  Court  of  the  United  States  on  the 
ground  that  such  action  constitutes  such  a  direct  burden  upon 
conmierce  among  the  states  as  to  be  imconstitutional  even  in  the 
absence  of  action  by  Congress.  It  is  not  impossible  that  the  in- 
creasing appreciation  of  the  intimate  relation  between  the  credit  of 
a  railroad  company  as  a  whole  and  any  substantial  impairment  of 
that  company's  net  income  by  any  state  will  lead  the  Supreme 
Court  to  afford  an  increasingly  important  protection  even  in  the 
absence  of  action  by  Congress. 

But  the  extent  to  which  the  Interstate  Conunerce  Conmiission 
may  go  and  the  extent  to  which  the  Supreme  Court  may  go  are 
for  the  present  matters  of  doubt  and  uncertainty,  to  be  developed 
very  slowly  through  a  long  period  of  years.  Meanwhile  railroad 
credit,  which  for  any  one  company  is  a  single  and  indivisible  thing 
of  paramount  importance  to  the  Nation,  is  being  menaced  by  the 
claims  of  power  and  by  the  exercise  of  power  by  forty-eight 
masters  in  addition  to  the  Nation  itself.  The  condition  is  one 
which  calls  for  further  comprehensive  and  thorough  Congressional 
action,  which,  of  course,  should  not  be  taken  except  after  a  pro- 
found study  of  the  situation  in  all  its  bearings.  But  the  beginning 
of  that  study  by  Congress  ought  not  to  be  delayed. 
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RECENT  FINANCIAL  INVESTIGATIONS  BY  THE  INTER- 
STATE  COMMERCE  COMMISSION 

By  Ernest  Ritson  Dewsnup, 
Professor  of  Raflway  Administration,  University  of  Dlinois. 

The  act  to  regulate  commerce  gave  to  the  commission,  created 
by  it,  authority  to  inquire  into  the  management  of  the  business  of 
interstate  common  carriers.  No  limitation  upon  the  scope  of  in- 
quiry so  long  as  it  concerned  the  management  of  the  business  of 
carriers  subject  to  the  act  would  appear  to  have  been  imposed. 
Under  this  authority,  the  Interstate  Conunerce  Commission  has 
apparently  had  power,  at  any  time  during  its  existence,  to  investi- 
gate not  merely  rates  and  trafl&c  regulations  but  also  any  matters 
concerning  operation  and  fiscal  administration  that  it  chose  to  be 
interested  in.  However,  this  large  investigative  power  was  allowed 
to  lie  more  or  less  in  abeyance,  so  far  as  the  last  mentioned  aspects 
of  railway  management  were  concerned,  for  twenty-five  years  or 
thereabouts.  To  some  extent,  it  was  incapable  of  effective  utili- 
zation on  account  of  the  failure  of  the  original  act  to  provide  suffi- 
ciently complete  control  over  traffic  and  fiscal  records  and  accounts 
or  adequate  machinery  with  which  to  pursue  inquiries  of  this  kind. 
The  Hepburn  amendment  of  1906  remedied  this  by  definitely 
assigning  to  the  commission  such  control  and  by  authorizing  the 
employment  of  special  agents  or  examiners  with  full  powers  of  in- 
vestigation. 

The  half-dozen  years  immediately  following  the  enactment  of 
the  Hepburn  amendment  were  employed  by  the  commission  in 
molding  into  uniform  pattern  the  myriad-shaped  accoimts  of  the 
carriers  and  in  organizing  a  corps  of  inspection  to  assist  in  this  de- 
sirable simplification.  By  1912,  the  commission  evidently  felt  itself 
in  a  position  to  make  use  of  its  strengthened  facilities  of  inquiry, 
and,  with  admirable  courage,  determined  to  try  its  hand  upon  no 
less  important  a  corporate  body  than  that  of  the  New  York,  New 
Haven  and  Hartford  Railroad  Company,  including  its  ancillary 
member,  the  Boston  and  Maine  Railroad. 

For  some  time  prior  to  the  investigation  undertaken  by  the 
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commission  in  1912,  there  had  been  severe  criticism  of  the  operating 
and  financial  methods  of  the  New  Haven  system.  The  investiga- 
tion, into  which  the  commission  entered  as  the  result  of  an  informal 
inquiry  by  one  of  its  special  agents,  turned  out  to  be  a  most  exten- 
sive one,  the  hearings  consiuning  thirty-seven  days  and  resulting 
in  over  six  thousand  pages  of  type-written  testimony.  The  report 
of  the  commission  published  in  the  summer  of  1913*  stirred  the 
interest  of  Congress,  and,  in  the  following  February,  the  Senate 
passed  a  resolution  instructing  the  commission  to  re-open  the 
examination  of  the  affairs  of  the  company  and  to  make  further 
investigation  of  its  financial  transactions.  In  accordance  with  these 
instructions,  a  still  more  intensive  examination  was  undertaken, 
in  the  course  of  which  nearly  forty  persons  were  placed  upon  the 
stand — their  testimony  and  the  exhibits  in  connection  with  the  case 
requiring  two  thick  volumes  for  their  printed  presentation.* 

Very  soon  after  the  election  of  Mr.  C.  S.  Mellen  to  the  presi- 
dency of  the  New  Haven  road,'  that  company  proceeded  to  extend 
its  control  of  trolley  lines  in  southern  New  England  by  bold  and 
hazardous  steps.  To  this  end  it  organized  the  Providence  Securi- 
ties Company  which  exchanged  its  4  per  cent  debentures,  guaran- 
teed by  the  New  Haven  road,  for  the  whole  of  the  securities  of  the 
Rhode  Island  Securities  Company,  a  company  which  the  United 
Gas  Improvement  Company  of  Philadelphia  had  organized,  in 
July,  1902,  to  hold  the  capital  stock  of  the  Rhode  Island  Company, 
the  last  named  being  the  operating  company  (organized  in  Jime, 
1902)  controlling,  under  999-year  leases,  about  two  himdred  and 
forty  miles  of  trolley  lines  in  Rhode  Island.  The  cash  investment 
of  the  last  named  company  appears  to  have  been  but  little  over 
nine  and  one-half  million  dollars  but,  in  its  determination  to  secure 
a  monopoHstic  grip  of  the  trolley  situation,  the  New  Haven  spent  in 
money  and  securities  over  twenty-four  million  dollars,  an  astounding 
expenditure  in  view  of  the  fact  that  from  the  organization  of  the 
Rhode  Island  Company  until  its  purchase  in  1906,  it  had  failed  to 
pay  a  dividend;  indeed,  its  income  account  showed  a  surplus  of  but 

*  27  Interstate  Commerce  Commission  Reports^  pp.  560-617.  The  New  England 
Investigation. 

« 63d  Congress,  2d  session,  1913-14.    Senale  Documents^  vols,  19  and  £0. 

» November,  1903.  Mr.  Mellen  had  been  president  of  the  Northern  Pacific 
Railway  Company  from  1897,  and  previously,  for  several  years,  vice-president  of 
the  New  Haven  road. 
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S397,000  up  to  June  30,  1908.  It  was  part  of  the  agreement  with 
the  United  Gas  Improvement  Company  that  the  New  Haven  should 
also  take  over  the  Connecticut  trolley  lines,  and  here  again  a  sum 
was  paid  considerably  in  excess  of  their  value — $10,000,000,  accord- 
ing to  former  president  Mellen's  testimony. 

That  the  New  Haven  management  was  prepared  to  make  the 
most  extravagant  expenditures  in  its  endeavor  to  suppress  com- 
petition is  further  illustrated  in  its  acquisition  of  the  New  York, 
Westchester  and  Boston  Railway  Company,  a  property  which 
ultimately  cost  it  nearly  thirty-six  and  one-half  million  dollars 
for  a  line  of  eighteen  miles  in  length.^  The  acquisition  was  imder- 
taken  by  a  special  conmiittee  with  power  to  act,  composed  of  J.  P. 
Morgan,  William  Rockefeller  and  G.  M.  Miller,  with  President 
Mellen  ex-^fficio.  This  conmiittee  was  appointed  by  the  standing 
committee  of  the  Board  of  Directors  after  Mr.  Mellen  had  made  a 
statement  concerning  the  "proi>osed  competition  between  the  Con- 
necticut State  line  and  the  Harlem  River."  Five  days  later 
(September  22,  1906),  this  action  was  approved  at  a  regular  meet- 
ing of  the  full  Board,  fifteen  of  the  directors  being  present.  The 
report  of  the  Interstate  Commerce  Conmiission  ^  states  that  the 
full  Board  was  not  taken  into  the  confidence  of  those  directors  who 
^vanted  the  Westchester  securities  piu*chased.  However,  the 
testimony  seems  to  indicate  that,  in  appointing  this  conmiittee  in 
such  general  terms,  the  directors  were  aware  of  the  purpose  of  their 
vote,  though  not  anticipating  so  heavy  a  purchase  price  as  was 
actually  paid.  • 

Some  thirteen  months  later,  the  Morgan-Rockefeller  com- 
mittee reported  to  the  Board  that  it  had  secured  control  of  the 
properties  at  a  cost  of  more  than  eleven  million  dollars.  For  this 
large  expenditure,  the  New  Haven  became  the  possessor  of  two 
"beclouded"  franchises  for  lines  parallel  and  in  close  proximity  to 
its   own  tracks.     The  tangible  assets  underlying  the  Westchester 

*  The  line  extends  from  174th  St.,  New  York  City,  a  distance  of  6.83  miles  to 
Mount  Vernon  (four  tracks),  thence  bifurcating  into  two  double  track  lines,  one 
to  New  Rochelle  (2.16  miles)  and  the  other  to  White  Plains  (9.04  miles).  A  per- 
petual lease  gives  also  the  use  of  the  3.72  miles  of  track  between  174th  St.  and  the 
Harlem  River  over  the  tracks  of  the  Harlem  River  and  Port  Chester  Railroad. 

»  SI  Interstate  Commerce  Commisaion  Reports,  pp.  32-132. 

•  See  63d  Congress,  2d  session.  SenaU  Documents,  Vol,  19,  p.  1016,  Testi- 
wony  of  [BirectorJ  William  Skinner. 
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and  Port  Chester  companies  and  the  City  and  County  Contract 
Company  (the  construction  company),  at  the  time  of  the  acquisi- 
tion of  the  property  by  the  New  Haven,  would  seem  to  have  been 
about  four  million  one  hundred  and  sixty  thousand  dollars.  Both 
franchises  were  being  attacked  in  the  courts  and  an  application 
for  permission  to  consolidate  the  two  projects  and  construct  but 
one  road  was  held  up  by  court  injunction.  To  straighten  out  the 
legal  tangle  and  to  secure  the  necessary  amendments  to  the  fran- 
chises, President  Mellen,  with  the  aid  of  the  late  Thomas  J.  Byrnes, 
sometime  inspector  in  the  New  York  police  force,  expended  an  ad- 
ditional $1,500,000,  the  trail  of  this  expenditure  being  hidden  by 
the  transfer  of  New  Haven  securities  to  its  subsidiary  company, 
the  New  England  Navigation  Company,  which  thereupon  trans- 
ferred them  to  its  President,  who  happened  to  be  the  same  C.  S. 
Mellen  that  presided  over  the  parent  company.  The  outlay  of  this 
money  secured  for  the  New  Haven  road  the  control  of  30,431  of 
the  34,053}  Westchester  shares  still  outstanding,  worth,  as  Mr. 
Mellen  cynically  testified  later,  about  ten  cents  a  pound.  The 
Interstate  Commerce  Commission,  in  its  report,  had  no  hesitation 
in  charging  a  corrupt  purpose  in  the  manipulation  of  this  expen- 
diture. In  addition  to  the  above  payments,  a  further  $1,400,000 
was  paid  out  in  settlement  of  the  claims  of  parties  in  control  of  the 
Port  Chester  Company,  and  of  the  damages  accruing  to  Thorne 
and  Perry  (who  had  been  acting  as  agents  for  the  New  Haven  in 
securing  the  property)  on  account  of  the  rescission  of  their  contract. 
In  the  course  of  the  investigation  by  the  Commission,  it  seems  that 
Thome  and  Perry  failed  to  account  for  $1,032,000  of  the  moneys 
expended  by  them. 

Thus  it  appears  that  the  Morgan-Rockefeller  committee  of  the 
New  Haven  Board  was  responsible  for  disbursing  over  fourteen 
million  dollars  for  tangible  assets,  as  already  stated,  of  a  little  over 
four  millions.  To  complete  the  construction  of  the  road,  $22,000,- 
000  was  required,  thus  making  $36,000,000  in  all,  the  fixed  charges 
involving  a  payment  of  $1,250,000  per  annum  beyond  the  earnings, 
and  according  to  the  testimony  of  the  President  of  the  road,  the 
earnings  at  the  time  of  the  investigation  were  less  than  25  per  cent 
of  the  amoimt  necessary  to  make  the  property  self-sustaining. 
Such  finance  savors  of  monopoly  mania.  That  such  eminent 
financiers  should  have  been  responsible  for  it  makes  the  matter  only 
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the  more  astounding.  To  judge  from  Mellen's  testimony,  the  rela- 
tion of  the  highly  paid  President  of  a  most  important  railway  com- 
pany to  the  late  J.  P.  Morgan  resembled  nothing  more  closely  than 
that  of  the  oflSce  boy  to  his  "boss."  The  evidence  does  not  reveal 
the  miderlying  purpose  of  Mr.  Morgan  in  putting  this  deal  through 
and  it  might  be  said  that,  in  reply  to  a  direct  inquiry  from  the 
present  chairman  of  the  New  Haven,  the  firm  of  J.  P.  Morgan  and 
Company  asserted  that  in  the  course  of  the  twenty  years  prior  to 
December  4,  1913,  they  realized  a  total  net  profit  of  not  more  than 
approximately  $350,000  from  the  handling  of  the  securities  of  the 
New  Haven  and  its  subsidiary  companies.^ 

The  Billard  transactions  afford  another  example  of  the  New 
Haven's  financial  extravagance,  as  also  of  its  defiance  of  statutory 
regulation.     The  space  at  our  disposal  will  not  permit  us  to  enter 
into  detail,  but,  in  brief,  these  transactions  arose  out  of  a  decision 
of  the  Supreme  Court  of  Massachusetts  which  made  it  very  clear 
that  in  acquiring  a  substantially  controlling  interest  in  the  Boston 
and  Maine  Railroad,  in  1907,  the  New  Haven  had  acted  illegally. 
The  stock  had  been  acquired  in  the  name  of  the  New  Haven's 
subsidiary,  the  New  England  Navigation  Company.     Accordingly, 
the   New  Haven  proceeded  apparently  to   divest    itself    of    the 
property  by  having  the  Navigation  Company  sell  the  stock  to  a 
Mr.  John  L.  Billard.     However,  within  about  a  year  after  this  sale, 
the  New  Haven  succeeded  in  securing  the  passage  of  a  bill  by  the 
legislature  of  Massachusetts  authorizing  the  incorporation  of  the 
Boston  Baihoad  Holding  Company  with  power  to  acquire  and 
hold  a  majority  of  the  stock  of  the  Boston  and  Maine  Railroad 
(June  24,  1909).     Thereupon,  Billard  was  induced  to  sell  back  the 
stock  to  the  Navigation  Company  which  transferred  it  to  the  new 
holding  company.     But  when  investigation  came  to  be  made,  it 
was  obvious  that  at  no  time  during  the  couple  of  years  covered  by 
these  transactions  had  the  New  Haven  really  relinquished  its  con- 
trol of  the  Boston  and  Maine.    Billard,  a  coal  merchant  of  Meriden, 
Conn.,  was  by  no  means  in  a  financial  condition  to  handle  such  a 
large  deal.     Actually  he  did  not  put  out  a  dollar  of  his  own  money. 
He  did  not  even  handle  the  shares.    The  $13,750,000  representing 
the  purchase  price  was  raised  by  an  advance  of  $11,000,000  by  the 
National  City  Bank  of  New  York,  on  the  stock  deposited  as  col- 
'  See  Railway  Age  GazeUe,  March  13, 1914. 
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lateral,  and  the  balance  of  nearly  two  and  three  quarter  million 
dollars  was  then  taken  care  of  through  the  acceptance  by  the 
Navigation  Company  of  an  unsecured  note  of  Billard's.  Neverthe- 
less, Billard  would  seem  to  have  pulled  $2,748,000  out  of  the  busi- 
ness, for  the  securities  were  sold  to  him  at  $125  and  bought  back  at 
$150  per  share,  and  this  despite  the  imderstanding  of  the  Board 
of  Directors  of  the  New  Haven  that  Billard  was  to  receive  only 
a  reasonable  compensation  for  the  service  he  performed. 
Billard,  by  the  way,  took  care  to  burn  his  books  and  papers,  pre- 
sxmiably  to  avoid  embarrassment  from  any  examination  of  them. 

The  monopolistic  ambitions  of  the  New  Haven  management 
extended  not  only  to  control  of  electric  trolleys  and  suburban  and 
main  line  railroads,  but  also  to  that  of  water  communications. 
Adopting  its  usual  methods  of  "dummy  companies  and  dummy 
oflBcers  and  directors,"  the  railroad  acquired  control  of  half  a  dozen 
of  the  leading  steamship  lines  of  New  England  at  a  total  cost  of 
nearly  twenty-five  million  dollars  for  property  with  a  physical 
valuation  of  about  ten  million  dollars. 

Space  will  not  permit  a  description  of  the  questionable  practices 
of  the  New  Haven  in  the  manipulation  of  its  accounts,  of  its  ad- 
vances to  subsidiary  companies  to  enable  them  to  pay  dividends 
which  in  turn  were  credited  to  the  former  road  in  its  income  account. 
The  commission  states  that 

the  accounts  of  the  company  are  replete  with  instances  in  which  profits  have  been 
declared  to  be  earned  by  the  transfer  of  stocks,  bonds,  and  debentures,  and  securi- 
ties of  one  of  the  subordinate  and  subsidiary  companies  of  the  New  Haven  sys- 
tem, to  another  such  subsidiary,  and  such  profits  are  solemnly  recorded  as  real 
profits  in  working  up  the  accoimts  of  the  system  as  a  whole.^ 

Purchases  of  supplies  to  large  amounts  were  made  without  bids, 
and  frequently  from  companies  having  men  as  directors  who  were 
also  on  the  Board  of  the  New  Haven.  Lavish  contributions  to 
both  political  parties  were  made,  large  sums  were  expended  to 
''educate"  public  opinion;  one  well  known  professor  of  law  in  New 
England  was  paid  $10,000  a  year,  besides  payments  to  his  brother 
and  father  of  $25  and  $60  a  day. 

The  commission  estimated  that  the  loss  to  the  New  Haven 
Company  through  waste  and  mismanagement,  amounted  to  be- 
tween $60,000,000  and  $90,000,000,  the  burden  of  which  will  be  a 
•  SI  IrUer9tate  Commerce  Commiesion  Reporte^  p.  59. 


Digitized  by 


Google 


Inyibstiqationb  bt  Interstate  Comhercb  Commission  205 

heavy  drain  for  many  years  upon  its  resources.  Undoubtedly,  the 
present  management,  under  the  very  capable  direction  of  Mr. 
Howard  Elliott,  in  whose  unimpeachable  honesty  the  public  has 
every  confidence,  will  ultimately  be  able  to  restore  prosperity  to 
the  undertaking,  but  the  task  will  be  a  difficult  one.  The  new  ad- 
ministration, before  the  opening  of  the  investigation  ordered  by  the 
Senate,  had  already  entered  into  an  agreement  with  the  Attorney 
General  of  the  United  States  to  divorce  the  New  Haven  Company 
from  the  Boston  and  Maine,  the  trolley  lines,  and  most  of  the 
steamship  lines,  and  certain  other  steps  had  also  been  taken  to 
free  the  company  from  the  responsibility  of  those  subsidiary  com- 
panies whose  association  with  it  had  been  criticized.* 

Just  about  the  time  that  the  first  New  Haven  investigation 
was  drawing  to  a  close,  and  before  the  commission  had  issued  its 
report  thereupon,  one  of  the  well-known  western  railways,  the  St. 
Louis  and  San  Francisco  Railroad  Company,  along  with  its  sub- 
sidiary, the  Chicago  and  Eastern  lUinois  Railroad,  went  into  the 
hands  of  receivers.  The  receivership  caused  a  good  deal  of  com- 
ment and  finally  led  to  resolutions  by  the  United  States  Senate,  in 
the  following  June  and  July,  instructing  the  commission  to  report 
to  that  body  all  the  facts  connected  with  the  purchase  of  the 
Chicago  and  Eastern  Illinois  Railroad,  and  the  St.  Louis,  Browns- 
ville and  Mexico  Railroad  by  the  Frisco  company,  and  also  with  the 
subsequent  receiverships.  The  testimony  secured  for  this  report  *• 
evidenced  a  policy  on  the  part  of  the  Frisco  management  that  was 
marked  by  a  high  degree  of  financial  recklessness.  It  seems  that^ 
between  1897  and  1907,  the  Frisco  undertook  an  extensive  pro- 
gram of  acquisition  of  new  lines,  constructed  by  sjrndicates  with  the 
probable  understanding  that  the  former  would  purchase  them  after 
completion.  There  is  some  evidence  to  show  that  the  prices  paid 
for  these  properties  netted  large  profits  to  the  subscribers.  Officials 
of  the  Frisco,  including  the  chairman  of  the  Board  of  Directors, 
seem  to  have  participated  freely  in  these  dealings.  A  somewhat 
spectacular  example  of  Frisco  financing  occurred  in  the  case  of  the 
South  Texas  lines.     In  its  endeavor  to  secure  a  through  coast  route 

*  A  full  statement  of  the  action  taken  by  the  new  management,  and  of  the 
terms  of  the  agreement  with  the  Department  of  Justioe  will  be  found  in  the 
Baihvay  Age  OazeUe,  April  17, 1914. 

10  29  JrUerstate  Commerce  CommUHon  Reports,  pp.  139-2U. 
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between  Brownsville,  Texas,  and  New  Orleans — ^a  rather  remote 
traflSc  interest — ^the  company  advanced  $33,000,000  for  the  con- 
struction of  lines  and  the  acquisition  of  control  of  existing  com- 
panies. The  loss  to  the  Frisco  on  these  transactions,  including 
discounts,  commissions  and  an  imliquidated  sum  of  $5,000,000  due 
to  it  by  the  New  Orleans,  Texas,  and  Mexico  Railroad,  amounted 
to  more  than  eight  million  dollars.  Neither  the  Brownsville  line, 
nor  the  New  Orleans,  Texas  and  Mexico  has  met  its  fixed  charges 
since  1910. 

Prior  to  this,  the  Frisco  had  heavily  involved  its  credit  in 
gaining  control  of  the  Chicago  and  Eastern  Illinois  Railroad.  The 
basis  upon  which  the  latter  railroad  was  acquired  in  1902  made  it 
essential  that  the  Frisco  should  receive  regularly  dividends  of  6 
per  cent  on  the  preferred  stock  and  10  per  cent  upon  the  common 
stock  of  the  Chicago  and  Eastern  Illinois,  in  order  to  pay  the  inter- 
est charges  on  the  stock  trust  certificates  with  which  it  had  obtained 
the  securities  of  that  company.  Actually,  the  dividends  paid  by 
the  common  stock  were  insufficient  to  meet  the  interest  charges, 
and,  to  May,  1913,  the  Frisco  had  suffered  a  loss  thereupon  of  over 
two  million  dollars  or,  deducting  the  interest  on  the  stock  certifi- 
cates owned  by  it,  a  net  loss  of  $1,710,000.  After  December,  1911, 
the  subsidiary  road  ceased  to  pay  any  dividends  at  all.  The  price 
paid  by  the  Frisco  to  secure  this  line  of  entry  into  Chicago  seems  to 
have  been  an  extravagant  one  when  comparison  is  made  with  the 
dividend  earning  power  of  the  Chicago  and  Eastern  Illinois  prior  to 
the  acquisition. 

An  optimistic  view  of  the  eflfect  of  the  Frisco  alliance  upon  the 
earnings  of  the  Chicago  and  Eastern  Illinois  was  responsible,  per- 
haps, for  the  cheerfulness  with  which  the  Frisco  undertook  the 
financial  responsibility.  Indeed,  there  was  a  notable  increase  in 
the  gross  operating  revenue  of  that  road  from  $6,000,000  in  1901 
to  $16,000,000  in  1912.  But  the  management  was  not  successful  in 
achieving  economy;  the  operating  expenses  increased  with  striking 
rapidity  (fourfold),  and  the  operating  ratio  rose  from  54.76  to  over 
80  per  cent.  The  increased  cost  of  materials  and  labor  does  not 
constitute  a  sufficient  explanation  of  such  an  increase. 

In  assigning  causes  for  the  Frisco  insolvency,  the  commission 
laid  emphasis  upon  the  disproportionate  amount  of  funded  in- 
debtedness, the  acquisition  of  new  lines,  the  financing  of  the  South 
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Texas  lines,  the  Chicago  and  Eastern  Illinois  deal,  sale  of  securities 
at  low  prices,  payment  of  unearned  dividends  on  preferred  stock, 
investment  in  stocks  of  non-dividend-paying  industrial  companies, 
and  payment  of  excessive  charges  upon  the  investment  in  and  use 
of  terminal  and  coal  properties. 

Less  than  two  months  after  the  report  upon  the  Frisco  situation, 
the  financial  methods  of  the  management  of  one  of  the  great  and 
supposedly  carefully  administered  railway  properties  of  the  middle 
west  were  brought  to  the  attention  of  the  public  in  the  report  of 
the  commission  upon  the  Chicago,  Milwaukee  and  St.  Paul  Railway 
Company." 

To  bolster  up  the  income  of  the  St.  Paul  road  for  1910,  the  in- 
come account  of  that  year  was  made  to  include  all  the  interest,  rents 
and  revenues,  over  four  million  six  hundred  thousand  dollars,  arising 
out  of  the  construction  of  the  Puget  Sound  road  in  previous  years. 
At  the  same  time,  operating  expenses  were  given  an  artificial  de- 
crease of  more  than  five  hundred  thousand  dollars  by  crediting  to 
the  current  year  the  salvage  of  cars  destroyed  previous  to  July  1, 
1909.     Since  they  had  not  been  taken  care  of  previously,  these  items 
should  have  been  handled  through  the  profit  and  loss  account.    After 
the  Puget  Sound  road  had  been  opened,  construction  of  branch  lines, 
etc.,  still  continued  to  be  active,  and,  according  to  the  accusation  of 
the  commission,  large  amounts  that  should  have  been  charged  as 
expenses  of  operation  were  entered  imder  the  head  of  cost  of  con- 
struction.   Furthermore,  notwithstanding  the  requirement  of  the 
commission,  laid  down  in  the  classification  of  operating  expenses 
issued  in  1907,  that  depreciation  should  be  annually  charged  on 
equipment,  the  accounts  of  the  company  failed  to  show  any  such 
provision.    These  accusations  constitute  a  lamentable  indictment 
against  the  St.  Paul  of  endeavoring  to  deceive  its  stockholders  and 
the  investing  public  as  to  the  true  financial  status  of  the  company. 
By  the  artifices  above  mentioned,  the  Puget  Sound  road  was  enabled 
to  contribute  a  2  per  cent  dividend  towards  the  St.  Paulas  dividend 
of  1911,  thus  enabling  the  latter  company  to  make  a  fictitious  show- 
ing of  a  dividend  earned  entirely  out  of  current  income. 

The  overstatement  of  income  for  the  year  1909-10  led  to  a 
book  decrease  in  revenue  and  income,  during  the  following  year,  of 
more  than  two  million  dollars,  which  the  company's  report  explained 
^  B9  JnUrsiaie  Commerce  Camndeeion  BeporU,  p.  508. 
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as  due  to  its  inability  to  obtain  increased  rates,  and  the  great  in- 
crease in  the  cost  of  labor.  Actually,  the  wage  bill  of  the  St.  Paul 
for  1910-11  was  nearly  fifty-six  thousand  dollars  less  than  that  for 
1909-10. 

The  balance  sheet  of  the  Puget  Sound  road  was  also  distorted 
to  the  extent  of  showing  a  property  investment  of  $100,000,000 
greater  than  was  actually  the  case.    As  explained  by  the  president 
of  the  St.  Paul,  the  directors  of  that  company  were  unable  to 
accept  the  stock  of  the  Puget  Sound  road  as  the  binding  security 
for  the  advances  made  to  the  latter,  and  so  they  had  that  company 
issue  first  mortgage  bonds  approximating  in  amount  the  $200,000,000 
of  constructional  cost.    But  the  law  of  the  state  of  Washington,  under 
which  the  Puget  Sound  road  was  incorporated,  forbade  the  issue  of 
funded  debt  beyond  twice  the  amount  of  capital  stock.     To  meet 
this  requirement,  this  company  had  to  issue  to  the  St.  Paul  an  ad- 
ditional $100,000,000  of  stock,  which  was  carried  on  the  books  of 
the  parent  company  at  merely  a  nominal  value.    The  explanation, 
though  it  makes  clear  that  in  this  matter  there  was  no  intent  to 
deceive,  was  a  very  lame  and  unsatisfactory  one.    An  accounting 
could  have  been*  made  in  accordance  with  the  commission's  regula- 
tions that  would  have  shown,  on  the  Puget  Sound  balance  sheet, 
a  discount  on  securities  sold  of  the  $100,000,000  of  stocks  issued 
less  the  nominal  amount  for  which  this  was  carried  on  the  St.  Paul 
balance  sheet,  the  item  being  entered  under  deferred  assets;  or  an 
explanatory  note  could  have  been  attached  to  the  balance  sheet 
explaining  the  reason  for  the  irregularity. 

The  most  recent  of  the  financial  investigations  of  the  Interstate 
Commerce  Commission  has  been  that  into  the  condition  of  the 
Chicago,  Rock  Island  and  Pacific  Railway  Company,  the  final 
hearings  in  connection  with  which  were  held  last  June."  The 
acquisition  of  the  control  of  the  Rock  Island  in  1901  by  Reid,  Leeds 
and  the  two  Moores,  the  subsequent  organization  of  the  two  hold- 
ing companies,  the  Chicago,  Rock  Island  and  Pacific  Raibroad 
Company  of  Iowa,  and  the  Rock  Island  Company  of  New  Jersey, 
with  a  capitalization  of  $200,000,000  for  the  former  and  of  $150,- 
000,000  for  the  latter,  the  concentration  of  control  in  the  preferred 
stock  of  the  New  Jersey  corporation,  all  these  matters  are  familiar 
to  the  reader  and  need  not  be  rehearsed  here,  but  there  are  certain 
*•  Se  IfUerstaU  Commerce  Commission  Reports^  pp.  43-61. 
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less  familiar  facts  that  deserve  attention  here  since  they  throw  a 
lurid  light  upon  the  possibilities  of  financial  manipulation  by  such 
men  as  those  already  named. 

Apparently,  the  rights  of  the  stockholders  in  the  earnings  of 
the  company  were  deemed  of  little  accoimt.  Salaries  shown  on  the 
pa3rroll  were  supplemented  by  secret  allowances  and  bonuses. 
Presents  of  considerable  sums  were  made  to  both  oflScers  and  mem- 
bers of  the  Board  of  Directors.  About  a  million  dollars  was  dis- 
tributed to  officials  of  the  railway  company  in  excess  of  their 
salaries.  Irregular  payments  were  made  for  "  supporting  the  market, 
while  the  bonds  of  the  railway  company  were  being  sold,"  for  con- 
tributions to  campaign  committees,  for  rebates  to  a  Denver  news- 
paper, for  securing  discontinuance  of  a  line  of  road  being 
constructed  between  Peoria,  lUinois,  and  Clinton,  Iowa. 

Misrepresentation  of  assets  was  made  imblushingly.  As  late 
as  June,  1914,  the  railway  company  carried  an  amount  of  nearly 
six  million,  two  hundred  thousand  dollars  as  surplus,  based  upon: 
(1)  a  book  value  of  nearly  three  and  three-quarter  million  dollars 
ascribed  to  the  securities  of  the  Trinity  and  Brazos  Valley  Railway, 
a  company  then  in  the  hands  of  receivers;  (2)  a  book  value  of 
$6,000,000  of  Clover  Leaf  bonds,  secured  only  by  Chicago  and  Alton 
Railroad  stock  having  a  current  market  value  of  little  more  than 
one  and  one  half  miUion  dollars;  (3)  a  book  value  of  $200,000  of  the 
stock  of  a  Nebraska  railway  company  and  a  construction  company 
that  had  no  existence  except  on  paper;  (4)  a  book  value  of  nearly 
six  million  dollars  attributed  to  the  worthless  five  per  cent  debenture 
bonds  of  the  Iowa  holding  company.  As  pointed  out  by  the  com- 
mission, a  proper  valuation  of  assets  would  have  changed  the  so- 
called  surplus  into  a  deficit  of  nearly  twelve  million  dollars. 

In  general,  financing  operations  of  the  Rock  Island  management 
seem  to  have  been  distinguished  by  anything  but  business  acumen. 
When  the  fear  of  action  under  the  Sherman  law  caused  the  divorce 
of  the  combined  Rock  Island-Frisco  interests,  the  sum  realized  by 
the  sale  of  the  Frisco  stock,  which  had  been  deposited  as  collateral 
for  the  bonds  of  the  Iowa  company,  was  insufficient  to  redeem  the 
latter,  but  the  Iowa  company,  with  no  resources  of  its  own,  issued 
seven  and  one-half  million  dollars  worth  of  bonds  to  the  Chicago, 
Rock  Island  and  Pacific  Railway,  almost  at  par,  the  latter  raising 
the  cash  by  a  bank  loan.      One  million,  three  hundred  and  eighty- 
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eight  thousand  dollars'  worth  of  these  bonds  was  retired  later,  but  the 
remaining  $6,112,000  was  unable  to  be  retired  by  the  Iowa  company 
as  it  had  no  assets.  The  Rock  Island's  investments  in  the  stock  of 
the  Chicago  and  Alton  Railroad  ended  in  a  loss  of  over  six  million 
dollars.^  Its  agreement  with  the  Colorado  and  Southern  for  the 
financing  of  the  Trinity  and  Brazos  Valley  Railway  also  ended  unfor- 
timately.  Advances  of  nearly  three  and  three-quarter  million 
dollars  were  made,  upon  which  unpaid  interest  had  accrued,  to 
June  30,1914,  of  another  three-quarter  million  dollars — in  a  property 
whose  annual  income  accounts  have  been  replete  with  deficits  and 
which  finally  went  into  the  hands  of  a  receiver. 

The  incorporation  of  the  Consolidated  Indiana  Coal  Company, 
in  April,  1906,  was  made  the  occasion  for  paying,  out  of  the  treas- 
my  of  the  railway  company  to  the  general  counsel  of  the  latter,  a 
$30,000  a  year  official,  the  sum  of  $10,000  for  drawing  up  the  in- 
corporation papers.  The  railway  guaranteed  the  coal  company's 
bonds,  and  in  consideration  thereof  received  $2,400,000  (out  of 
$3,400,000)  capital  stock.  To  June  30,  1914,  the  railway  company 
had  advanced  $2,354,000  to  the  coal  company,  and,  since  1910, 
impaid  interest  has  amounted  to  more  than  four  hundred  thousand 
dollars  additional. 

Other  curious  transactions  might  be  mentioned,  as,  for  instance, 
that  in  which  the  railway  company  sold  bonds  of  the  Rock  Island 
Improvement  Company  (a  subsidiary  of  the  holding  companies 
organized  to  acquire  transportation  equipment  and  facilities  for  the 
railway  company)  at  less  than  par,  only  to  buy  them  back  at  more 
than  par  some  six  months  later. 

The  ultimate  result  of  the  Reid-Moore  sjrndicate  was  to  throw 
the  railway  into  a  receivership.  Here  again,  apparently,  the  sinis- 
ter nature  of  the  syndicate's  policy  is  perceptible.  It  seems  pretty 
clear  that  the  railway  could  have  arranged  to  meet  all  its  pressing 
obligations,  in  spite  of  the  growing  unsatisfactoriness  of  its  financial 
condition,  but  the  syndicate  wanted  a  receivership,  presumably  for 
purposes  of  its  own,  and,  without  the  knowledge  of  and  regardless 

"It  has  been  suggested  that  the  object  of  the  Reid-Moore  syndicate  in 
purchasing  the  Frisco  was  to  avoid  duplication  of  new  railroad  building,  and  that 
the  investment  in  the  Chicago  and  Alton  was  with  the  idea  of  securing  a  better 
line  east  of  Kansas  City  than  the  admittedly  imsatisfactory  line  of  the  Rock 
Island.  But  if  these  were  the  objects  of  the  transactions,  they  nevertheless 
ended  in  disastrous  failure. 
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of  the  interests  of  the  stockholders,  and  without  acquainting  the 
representative  of  the  minority  stockholders  on  the  Board  of  Directors 
of  its  intention,  made  application  to  the  court.  The  bill  for  re- 
ceivership seems  to  have  been  completed  by  the  general  counsel  of 
the  company  on  March  29;  though  this  fact  was  known  only  to  a 
select  few.  It  is  worthy  of  notice  that,  between  that  date  and  the 
date  of  filing,  April  20,  the  stock  of  the  railway  company  began  to 
be  largely  dealt  in  on  the  market.  The  suspiciousness  of  this  is 
undeniable  but  there  is  no  absolutely  conclusive  evidence  that  the 
Reid-Moore  people  helped  to  create  the  artificial  price  that  was 
reached  on  the  Exchange.  The  editor  of  the  Railway  Age  Gazette 
expresses  his  opinion,  which,  though  not  conclusive,  is  worthy  of 
respect,  that  this  whole  stock  movement  looked  "far  more  like  an 
attempt  of  a  clique  of  comparatively  small  speculators  to  put  up 
the  price  than  any  attempt  on  the  part  of  the  controlling  interests 
to  make  a  market  on  which  they  could  unload  their  holdings."  " 
However  this  may  be,  a  more  reprehensible  example  of  financial 
jugglery,  incompetence  and  heartless  disregard  of  the  interests  of 
investors  than  that  of  the  Reid-Moore  administration  would  be 
hard  to  find.  The  syndicate  took  hold  of  a  property  whose  shares 
were  valued  at  $175  and  upwards  on  the  market;  by  the  time  their 
manipulations  were  completed,  the  shares  were  seUing  at  a  mere 
ninth  or  tenth  of  that  value,  and  for  no  small  part  of  that  decrease 
the  syndicate  must  be  held  responsible. 

The  above  recital  of  the  facts  disclosed  by  the  inquiries  of  the 
Interstate  Commerce  Commission  speaks  for  itself.     Disillusion- 
ment must  surely  have  come  to  many  who  have  had  imquestioning 
confidence  in  the  supreme  ability  and  unerring  foresight  of  our  states- 
men of  private  finance.     There  has  been  too  great  a  tendency  in 
financial  circles  to  place  the  responsibility  that  legally  accrues  to 
each  individual  taking  part  in  the  management  of  industrial  enter- 
prises upon  the  shoulders  of  ambitious  colleagues.    Of  course,  the 
individual  of  unusual  ability  will  always  be  able,  and  it  is  desirable 
that  he  should  be  able,  to  exercise  a  powerful  influence  upon  the 
management.     But  this  should  not  and  must  not  be  allowed  to 
justify  improper  and  dangerous  concentration  of  power  through  the 
neglect  of  directors  to  direct. 

Our  present  type  of  railway  directorate,  and  no  doubt  this 
"  Railway  Age  GazeUe.     June  11,  1915,  p.  1228. 
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applies  to  other  fields  of  industrial  administration,  needs  reorganiza- 
tion. The  example  set  by  the  government  in  its  prosecution  of 
eleven  directors  of  the  former  New  Haven  r^me  will  have  a  salutary 
influence  in  this  direction.  Every  effort  should  be  made  to  hold 
directors  to  a  strict  accoimting  for  maladministration  of  property 
committed  to  their  care.  Such  a  policy,  vigorously  pursued,  would 
undoubtedly  lessen  the  inclination  of  directors  to  treat  their  respon- 
sibilities as  merely  nominal.  There  would  be  fewer  instances  of 
plural  directors,  physically  incapable  of  keeping  close  supervision 
over  the  managerial  policies  of  their  various  companies.  Railway 
companies  would  be  well  advised  to  restrict  the  niunber  of  directors 
upon  their  boards,  and  to  see  that  each  directorate  is  composed 
largely  of  men  in  close  touch  with  their  properties.  It  should  be 
made  obligatory  upon  every  interstate  common  carrier  to  place, 
after  the  name  of  each  director  in  the  annual  report  not  only  his  place 
of  residence  but  also  the  amount  of  his  bona-^de  stock  holdings  in  the 
company,  and  there  should  be  included  in  the  report  a  tabular  state- 
ment, based  upon  the  individual  aflSdavits  of  the  directors,  showing 
for  each  director  his  holdings  of  securities  in  other  common  carriers. 

Each  annual  report  of  interstate  common  carriers  should  be 
required  to  state  in  as  plain  a  form  as  practicable  not  only  the  nature 
and  amoimt  of  all  seciuities  disposed  of  during  the  current  fiscal 
year  but  also  the  natiu'e  and  amount  of  expenditures  made  out  of 
the  resulting  funds.  In  the  case  of  properties  purchased  outright  or 
in  which  a  controlling  interest  has  been  acquired,  the  amount  paid  in 
cash  or  securities  or  in  both  should  be  specified  and  a  brief  descrip- 
tion given  of  the  property  acquired  and  of  the  piu-pose  of  acquisi- 
tion. Corresponding  information  should  be  furnished  in  the  case 
of  leases.  A  statement  of  all  guarantees  of  interest  or  dividend 
payments  assumed  should  be  given.  It  is  satisfactory  to  note  that 
a  good  deal  of  this  information  is  now  included  in  the  reports  of, 
at  any  rate,  the  larger  companies. 

To  facilitate  more  exact  assessment  of  the  standard  of  mainte- 
nance maintained  by  each  railway  administration,  there  should  be 
required  in  each  annual  report:  (1)  a  record  of  the  main  classes  of 
equipment,  with  the  average  age  of  each  class;  (2)  a  record  of  track 
conditions,  specifying  the  proportion  of  heavy  and  light  rails, 
mileage  of  ballast  of  each  class,  subclassified  so  as  to  show  depth  of 
ballast,  number  of  treated  and  imtreated  ties,  with  average  number 
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of  years  already  in  irack;  (3)  a  structural  report  classifjring  the  main 
structures  according  to  their  component  materials. 

The  above  measure  of  protection  to  investors  represents  as 
far  as  it  is  wise  to  proceed  at  the  present,  probably,  for,  despite  the 
powers  enjoyed  by  the  commissions  of  certain  states,  it  is  doubtful 
whether  the  Interstate  Commerce  Commission,  or  any  other 
goveminental  agency,  is  in  a  position  to  control  effectively  and 
safely  the  issue  of  railway  securities.  But  the  strictest  scrutiny 
of  all  financial  transactions  of  the  larger  interstate  carriers  should 
be  naaintained  and  no  hesitation  felt  in  holding  a  public  inquiry 
where  the  situation  seems  to  call  for  it.  However,  as  between 
federal  and  state  control  of  securities,  there  need  be  little  hesita- 
tion in  preferring  the  former. 

It  is  but  proper  to  say  that  the  opinion  of  the  commission,  as 
expressed  in  several  places,  but  most  fully  in  its  report  upon  "The 
New   England   Investigation,"  i»   is  that  adequate   regulation    of 
interstate  railroads  is  impossible  without  national  control  of  their 
issues  of  stocks  and  bonds,  as  well  as  all  leases  or  purchases  of  one 
TaiVroad  by  another,  all  acquisition  of  securities,  all  guarantees,  and, 
furthermore,  that  no  interstate  railroad  should  be  allowed  to  expend 
money  or  incur  Uability  or  acquire  property  "not  in  the  operation 
of  its  railroad  or  in  the  legitimate  improvement,  extension  or  de- 
velopment of  that  railroad."     Such  an  attitude  is  a  very  natural 
reaction  after  the  revelations  of  its  inquiries,  and  Congress  is  not 
likely  to  need  much  inducement  to  approve  of  it.^* 

^  27  Interstate  Commerce  Commission  Reports,  p.  616. 

!•  The  Clayton  Act  of  October,  1914,  specifically  forbids  corporations  from 
acquiring  the  whole  or  any  part  of  the  stock  or  share  capital  of  another  corpora- 
tion where  the  effect  may  be  substantially  to  lessen  competition,  to  restrain  com- 
merce, or  to  tend  to  create  a  monopoly.  It  also  forbids  any  interstate  common 
carrier,  after  two  years  from  the  date  of  the  enactment,  to  deal  in  securities  or 
supplies,  etc.,  or  to  enter  into  construction  or  maintenance  contracts,  more  than 
fifty  thousand  dollars  in  amount,  with  any  other  organization  when  the  former 
has  any  director  or  responsible  official  who  is  at  the  same  time  an  officer  of  or  has 
a  substantial  interest  in  the  latter,  unless  the  dealings,  contracts,  etc.,  are  based 
upon  the  most  favorable  competitive  bids. 
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DO  "COST  OF  TRANSPORTATION"  EXHIBITS  IN  RAIL- 
ROAD  RATE  CASES  SHOW  COST? 

By  Allen  S.  Olmsted,  2d, 
Philadelphia. 

The  cost  of  transportation  is  an  important  element  in  the 
reasonableness  of  a  railroad  rate. 

This  general  proposition  is  universally  accepted.  The  difficulty 
comes  in  applying  it  to  a  specific  case.  When  the  circumstances 
permit,  a  favorite  means  of  applying  the  general  proposition  to 
the  specific  case  is  by  means  of  an  exhibit  purporting  to  show  the 
cost  of  carrying  the  commodity  in  question  either  to  all  destinations 
or  between  certain  points  and  over  certain  routes  believed  to  be 
representative.  The  final  figure  in  these  computations  is  said  to 
be  the  "cost"  of  the  particular  service. 

But  is  the  word  "cost"  properly  applicable  to  this  figiure? 
A  careful  study  of  the  natiu-e  of  these  exhibits  will  indicate,  it  is 
believed,  that  the  word  "cost"  so  used  is  a  misnomer.  If  the  so- 
called  "cost"  of  a  particular  service  is  really  something  different, 
it  is  misleading  to  call  it  "cost,"  and  unsound  to  treat  it  (as  we 
do)  as  though  it  were  cost. 

These  computations  consist  of  two  different  processes.  One 
is  an  aUocaiion  to  a  particular  traffic  of  costs  attributable  solely 
to  it;  the  other  is  an  apportionment  between  the  particular  traffic 
and  other  traffic  of  costs  jointly  caused  by  both  kinds  of  traffic. 
The  distinction  is  vital.  The  purpose  of  this  article  is  to  expound 
the  essential  difference  between  these  processes  and  the  con- 
sequences of  that  difference. 

The  process  of  allocation  consists  of  separating  from  the 
total  costs  those  costs  which  are  caused  entirely  by  one  traffic. 
In  the  separation  of  freight  and  passenger  expenses,  certain  items, 
such  as  the  wages  paid  freight  conductors  and  the  cost  of  fuel  burned 
by  engines  in  freight  service,  are  at  once  seen  to  be  exclusively 
freight  costs.  Not  a  cent  of  these  expenses  was  caused  by  the 
passenger  traffic  and  not  a  cent  need  have  been  spent  if  there  had 
been  no  freight  traffic.    This  is  a  clear  matter  of  fact,  and  we  can, 
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by  close  observation  and  accurate  recording  of  the  facts,  tell  the 
exact  amount  of  each  item  of  cost  thus  exclusively  caused. 

Our  means  of  recording  the  facts  are  better  than  they  once 
were.  For  example,  the  old  accounting  rules  of  the  Interstate 
Commerce  Commission  provided  for  a  single  account  "Fuel  for 
Road  Locomotives,"  so  that  one  who  would  know  the  cost  of  fuel  for 
freight  engines  had  to  "unscramble  the  eggs"  by  apportioning 
the  total  cost  on  some  such  basis  as  locomotive  miles.  Under  the 
accoimting  rules,  effective  July  1,  1915,  however,  the  fuel  cost  of 
freight  and  passenger  engines  will  be  separately  recorded;  the  eggs 
will  be  counted  before  scrambling.  Under  these  new  rules  it  is 
probable  that  more  than  half  of  the  total  operating  expenses  will 
be  directly  allocated  either  to  freight  or  to  passenger  sprvice.  Nev- 
ertheless a  considerable  amount  of  the  expenses,  including  practically 
all  of  the  Maintenance  of  Way  accounts,  cannot  be  so  allocated, 
because  they  are  joint  costs,  and  not,  like  fuel  expense,  separate 
costs  lumped  together  in  the  accounts. 

When  we  come  to  subdivide  the  passenger  expenses  or  the 
freight  expenses — ^for  example,  when  we  seek  to  divide  freight 
expenses  between  coal  and  all  other  freight — we  find  that  a  very 
much  smaller  proportion  of  the  expenses  can  be  so  allocated.  In 
a  case  recently  decided  by  the  Interstate  Commerce  Commission^  it 
was  contended  by  one  side  and  practically  admitted  by  the  other  * 
that  less  than  one  per  cent  of  the  total  operating  expenses  could  be 
allocated  to  the  anthracite  traffic  of  a  road  where,  as  the  Com- 
mission points  out,*  conditions  were  extraordinarily  favorable  for 
such  allocation. 

Even  a  cursory  consideration  of  the   complexities  of  rail- 
roading will  demonstrate  that  there  is  no  exaggeration  in  the 
statement  that  99  per  cent  of  the  expenses  cannot  be  allocated. 
Of   all    the    items    of   expense,    none   pertain   more   exclusively 
to  a  particular  traffic  than  the  cost  of  fuel,  wages  of  train  crews, 
etc.   (commonly  called  train  expenses)  and  the  cost  of  repairing 
the  cars  in  which  the  commodity  moves.    If,  upon  examination  of 
the  facts,  it  appears  that  these  expenses  cannot  be  allocated,  we 
hardly  need  pause  to  inquire  whether  such  items  as  the  salaries  of 

^Raiesfor  Transporiatum  of  AnthracUe  Coed,  36  I.C.C.  220  (1916). 
'Record,  pp.  6714-6716,  6972. 
•36 1.C.C.  220,  263. 
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the  general  oflScers,  the  cost  of  operating  signals  and  the  Mainte- 
nance of  Way  expenses  can  be  allocated. 

Can  train  expenses  and  car  costs  be  allocated  to  a  particular 
traffic? 

If  we  find  that  the  commodity  in  question  (in  the  case  cited, 
anthracite)  always  moves  in  trains  containing  no  other  commodity, 
then  we  can  say  that  the  train  expenses  are  peculiar  to  that  com- 
modity and  can  be  allocated  to  it.    But  we  find  no  such  thing. 

It  may  be  the  rule  that  on  a  given  railroad  coal  is  transported 
in  trains  containing  nothing  else.  But  this  is  not  always  the 
case,  and  as  to  the  exceptions  (which  are  ntunerous)  there  must  be 
an  apportionment  of  train  expenses  instead  of  an  allocation. 
Wherefore,  tte  train  expenses  of  hauling  coal  are  at  least  in  part 
apportionments. 

Even  though  it  be  the  rule  to  haul  solid  trainloads  of  coal, 
yet  it  is  not  usually  the  rule  for  a  road  hauling  both  anthracite  and 
bituminous  coal  to  carry  these  two  commodities  in  different  trains. 
When,  therefore,  we  seek  to  divide  train  expenses  between  anthracite 
and  bituminous  coal,  we  are  obliged,  even  in  the  normal  case,  to 
apportion  them  rather  than  to  allocate  them. 

Anthracite  is  marketed  in  several  sizes  (egg,  stove,  nut,  pea, 
etc.)  which  take  diflferent  freight  rates.  The  dififerent  sizes  (which 
are  produced  at  the  mines  contemporaneously)  are  always  moved 
in  mixed  trainloads;  there  is  no  such  thing  as  a  solid  train  of  pea 
anthracite.  If,  therefore,  we  wish  to  know  the  cost  of  moving  pea 
anthracite  (and  no  other  anthracite  takes  the  same  rate),  we  are 
driven  to  apportion  ail  the  train  expenses. 

So  also  of  car  repair  costs.  The  cost  of  repairing  coal  cars 
is,  of  course,  allocable  to  freight  as  distinguished  from  passenger. 
It  is  also  allocable  to  traffic  other  than  grain  or  dry  goods  as  dis- 
tinguished from  grain  or  dry  goods.  But  it  is  not  possible  to 
allocate  the  repair  cost  of  coal  cars  even  to  the  coal  traffic  in  general 
(as  distinguished  from  ore,  sand,  pig  iron,  etc.), — ^far  less  to  anthra- 
cite coal  or  to  any  particular  size  of  coal, — because  each  car  is  used 
for  several  kinds  of  traffic. 

It  may  be  contended  that  although  no  item  of  expense  can 
be  allocated  in  toto  to  a  particular  traffic,  still  the  bulk  of  each 
item  is  caused,  not  jointly  by  several  kinds  of  traffic,  but  exclusively 
by  one  kind  of  traffic.     If  half  of  a  road's  tonnage  consists  of  one 
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commodity,  such  as  anthracite,  can  it  not  be  said  that  a  portion 
of  the  cost  of  operating  that  road — perhaps  not  a  full  60  per  cent, 
but  at  least  a  substantial  portion — ^is  caused  exclusively  by  the 
anthracite  traffic,  in  the  sense  that  if  there  were  no  anthracite 
traffic  the  total  expense  would  be  cut  down  in  that  proportion? 

This  contention  would  have  more  force  if,  as  a  matter  of 

fact,  the  effort  were  ever  made  in  rate  case  computations  to  find  out 

how  much  expense  would  be  saved  to  the  railroad  if  the  particular 

traffic  had  not  moved.    Suppose  a  railroad  carries  an  equal  tonnage 

of  coal  and  ore,  and  carries  no  other  commodity.    Suppose  also  that 

neither  commodity,  ton  for  ton,  wears  out  the  cars  faster  than  the 

other,  that  all  cars  are  repaired  in  one  shop,  and  that  the  cost  of 

operating  that  shop  would  be  60  per  cent  of  the  present  cost  if  only 

half  the  amount  of  repairing  were  done.    In  the  sense  that  40  per 

cent  of  the  total  would  be  saved  if  there  were  no  coal  traffic,  the 

cost  of  the  coal  traffic  is  40  per  cent  of  the  total.    This  might  be 

termed  the  "minimum  cost"  of  the  coal  traffic.    In  the  sense  that 

60  per  cent  of  the  total  expense  would  be  necessary  even  if  there 

were  nothing  but  coal  traffic,  the  "maximum  cost"  of  the  coal 

traffic  is  60  per  cent  of  the  total  cost  of  operating  the  shop.    At 

what  figtire    would  a  rate  case  computation  show  the  "cost"  of 

car  repairs? 

Unquestionably,  at  50  per  cent.  If  40  per  cent  or  60  per  cent 
were  used,  and  the  corresponding  figures  of  other  items  of  expense 
were  also  used  (the  maxima  and  minima  of  most  items,  e.g.. 
Maintenance  of  Way  items,  would  be  much  further  apart  than  the 
maxinitun  and  minimum  car  repair  costs),  the  total  would  be  either 
too  low  or  too  high  to  be  of  any  practical  use  in  a  rate  case,  and 
perhaps  that  is  one  reason  why  the  cost  accountants  aim  to  come 
somewhere  between  the  two. 

What  does  the  50  per  cent  represent,  and  what  is  the  nature  of 
the  calculation  which  brings  this  result?  The  process  of  finding  the 
40  p>er  cent  is  an  allocation,  if  not  in  the  strict  sense  of  separating 
expenses  attributable  solely  to  that  traffic,  at  least  in  the  sense  of 
estimating  the  expenses  which  are  probably  caused  solely  by  that 
traffic.  That  process  is  the  ascertainment  of  a  fact.  The  ultimate 
fact  ascertained  is  that  40  per  cent  of  the  total  expense  is  an  ex- 
clusive coal  cost,  and  20  per  cent  is  a  joint  cost.  To  make  a  "fair" 
or  ''reasonable"  division  of  this  20  per  cent  is  to  decide,  not  how 
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much  of  the  20  per  cent  of  expense  coal  cattses,  but  how  much  coal 
ought  to  bear.  And  that  is  deciding  a  matter,  not  of  fact,  but  of 
policy.  Indeed  it  is  deciding  the  very  question,  and  the  whole 
question,  that  is  decided  when  a  reasonable  rate  is  fixed — ^how 
much  of  the  total  expense  is  it  just  and  fair  and  reasonable  that 
a  given  traffic  should  bear. 

These  computations,  then,  consist  of  two  processes.  One  is 
allocation,  which  is  the  ascertainment  of  facts;  the  other  is  appor- 
tionment, which  is  the  determination  of  policy.  The  former  con- 
cerns itself  with  what  is;  the  latter  with  what  should  be.  One 
process  consists  of  imtwisting  the  intertwined  but  separate  and  dis- 
tinct strands  of  particular  causation;  the  other  of  splitting  the 
homogeneous  fibres  of  a  single  cost  jointly  caused.  Allocation 
aims  to  find  what  each  service  costs;  apportionment  aims  to  deter- 
mine what  each  service  ov^ht  to  pay. 

So  much  for  the  diflference  between  the  two  parts  of  a  rate 
case  computation.  It  remains  to  consider  some  practical  conse- 
quences of  this  difference. 

The  first  is  a  query  as  to  the  significance  of  a  so-called  "cost" 
figiu*e,  which  is  the  sum  of  the  net  results  of  two  such  different 
processes  as  allocation  and  apportionment.  So  far  as  this  hybrid 
''cost"  is  an  apportionment,  can  it  be  called  either  "accurate"  or 
"inaccurate"?*  So  far  as  it  is  an  allocation,  can  it  be  called  either 
"equitable"  or  "inequitable"?*  And  if  we  cannot  judge  it  by 
either  the  standards  of  accuracy  or  of  equity,  how  shaU  we  tell  what 
significance  to  attach  to  it?  Combining  the  two  figures  seems  like 
adding  quarts  to  feet.  The  desirable  course  would  seem  to  be  to 
resolve  the  total  "cost"  into  its  constituent  elements,  one  marked 
"Matter  of  Fact — ^Allocated  Cost  of  Service"  and  the  other  labeled 
"Matter  of  Opinion — Mathematical  Photograph  of  Witness's  Sense 
of  Justice."  If  this  is  not  to  be  done,  we  must  treat  the  total  as  if 
it  were  altogether  an  apportionment  because  the  presence  of  the 
apportionment  element  prevents  the  total  figures  from  being  a  real 

*  At  35  I.  C.  C.  220,  2^,  the  Interstate  Commerce  Ck>mmi88ion  refen  to  the 
"substantial  accuracy"  of  its  estimate  of  the  cost  of  carrying  anthracite  to 
tidewater. 

*  In  their  report  to  the  Public  Service  Commission  of  Pennsylvania  on  the 
cost  of  transporting  anthracite  to  Philadelphia,  (Docket  950),  Messrs.  Price, 
Waterhouse  &  Co.  speak,  in  a  single  paragraph  (pp.  2-3)  of  apportioning  ex- 
p^ises  "equitably  and  accurately." 
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cost  or  any  other  S^^i  whereas  the  presence  of  the  allocation  ele- 
ment does  not  vitiate  the  total  figure  as  an  expression  of  the  wit- 
ness's opinion  as  to  what  is  a  reasonable  distribution  of  the  joint 

burden. 

A  second  query  is  as  to  who  should  determine  the  broad 

questions  of  public  policy  which  are  involved  in  the  question:  What 

is  a  iust  apportionment  of  the  joint  burden?    If  we  were  to  levy 

an  income  tax,  we  should  first  decide  whether  to  tax  large  incomes 

more  than  small  incomes,  and  if  so,  how  much  more,  and  then  call  in 

a  mathematician  to  figure  the  amount  of  each  man's  tax.    We 

should  hardly  leave  it  to  each  appraiser  to  make  up  his  own  mind 

upon  the  rate  of  tax  and  the  exemptions,  no  matter  how  expert  he 

might  be.     Yet  this  is  what  we  are  doing  in  a  rate  case  when  we 

ask  an  expert  accountant  to  apportion  joint  costs.     Would  it  not 

be  more  appropriate  to  qualify  the  authors  of  these  computations 

as  expert  rate-makers  rather  than  as  expert  accountants? 

Another  consequence  of  the  difference  between  allocations  and 

apportionments  and  of  the  fact  that  rate  case  computations  are,  for 

the  most  part,  apportionments  and  must  be  treated  as  though  they 

were  entirely  such,  pertains  to  the  basis  of  apportionment.    In 

determining  the  propriety  of  proposed  bases  of  apportionment  we 

must  have  an  eye,  not  only  to  the  facts  studied,  but  to  the  purpose 

of  the  study.    It  is  possible,  and  indeed  probable,  that  if  two  cost 

studies  are  made  of  the  same  traffic  on  the  same  railroad  at  the 

same  tinae,  one  for  one  purpose  and  the  other  for  another,  different 

bases  of  apportionment  of  the  same  joint  expenses  should  be  used. 

If  for  example,  the  purpose  of  the  study  is  to  compare  the  efficiency 

of  some  new  locomotives  used  on  one  division  with  that  of  other 

locomotives  on  another  division  having  steeper  grades,  any  basis 

of  apportionment  which  ignores  vertical  lift  would,  obviously,  be 

improper.    If,  on  the  other  hand,  the  purpose  is  to  compare  the 

relative  expensiveness  of  operating  the  two  divisions,  any  basis  of 

apportionment  which  does  noi  ignore  the  factor  of  vertical  lift 

would  be  improper. 

In  these  days  of  "scientific  management,"  cost  studies  are 
frequently  made  for  the  purposes  of  the  operating  officials  of  the 
railroads.  It  so  happens  that  these  purposes  are  in  the  main 
similar  to  each  other,  but  quite  different  from  the  purpose  of  rate 
case  computations.    It  is  hardly  an  exaggeration  to  say  that  the 
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rate-making  body  is  interested  in  all  the  features  of  cost  the  operating 
official  ignores,  and  is  not  interested  in  any  of  the  features  which 
concern  the  operating  official.  In  this  state  of  affairs  what  havoc 
is  wrought  by  the  idea  that  the  so-called  "cost  of  a  particular 
service''  is  a  fact,  an  unalterable  fact,  which  must  be  the  same 
to  the  general  manager  as  to  the  rate-making  body! 

Take,  for  example,  fuel  cost.  Our  road  carries  nothing  but 
coal  and  ore.  Two  grades  of  fuel  are  used.  The  total  cost  of 
the  fuel  is  known,  and  the  general  manager  and  the  rate-making 
body  are  to  apportion  that  cost.  The  general  manager  wants  to 
learn  the  relative  efficiency  of  the  two  grades  of  fuel.  His  bases 
of  apportionment  will,  therefore,  reflect  such  features  as  vertical 
lift,  friction,  and  internal  resistance  of  the  engine.  Some  of  these 
factors  he  might  summarize  in  a  unit  such  as  pounds  of  draw  bar 
pull  or  equated  ton  miles  per  ton  of  fuel,  or  perhaps  just  gross  ton 
miles.  On  the  other  hand,  his  basis  of  apportionment  would 
ignore  all  such  features  as  the  relative  value  of  the  coal  or 
ore  hauled,  or  its  liability  to  loss  and  damage,  or  the  mar- 
kets in  which  it  is  sold,  or  other  matters  of  prime  importance  to 
the  rate-making  body.  An  apportionment  of  fuel  cost,  to  be 
of  significance  to  the  rate-making  body,  should  ignore  the  factors 
reflected  in  the  general  manager's  units  and  reflect  the  factors 
ignored  in  the  general  manager's  units.  It  may  be  that  such 
bases  of  apportionment  as  ton  miles,  car  miles,  and  the  like,  are 
appropriate  for  the  apportionments  of  the  rate-making  body,  as 
well  as  for  those  of  the  operating  official,  but  they  are  certainly 
not  appropriate  for  the  one  because  they  are  appropriate  for  the 
other.  If  they  are  appropriate  for  rate  case  apportionments,  such 
appropriateness  should  be  proved,  instead  of  tacitly  assumed. 

Other  practical  consequences  of  this  conception  of  the  nature 
of  rate  case  cost  studies  cannot  in  short  space  be  set  forth.  For 
example,  what  bearing  has  this  conception  on  the  question:  What 
is  a  confiscatory  rate?  This  question,  as  is  well  recognized,  is  quite 
different  from  the  question:  What  is  a  reasonable  rate?  It  is  worth 
while  to  note,  in  passing,  that  the  Supreme  Court  is  under  no 
illusions  regarding  the  nature  of  such  computations;  the  court 
realizes  that  such  apportionments  do  not  reach  or  approxiraate 
facts,  but  determine  a  question  of  law.* 

*E.g.t  see  opinion  of  Hu^es,  J.,  in  Nor,  Pac,  Ry,  v.  North  Dakota,  236  U.  S. 
585  (1915). 
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It  is  also  worthy  of  note  in  passing  that  there  is  much  more 
to  be  said  for  computations  intended  to  compare  one  cost  with 
another,  than  there  is  for  calculations  purporting  to  reach  an  absolute 
cost,  because  in  the  former  case  (the  almost  invariable  case  in  cost 
studies  made  for  operating  purposes)  the  bases  of  apportionment 
are  of  comparatively  small  importance,  provided  the  same  bases 
are  used  on  both  sides  of  the  comparison.  The  apportionments, 
so  to  speak  cancel  each  other. 

All  the  corollaries  cannot  here  be  discussed;  the  main  object 
has  been  to  expound  the  principal  proposition — to  protest  against 
the  use  of  the  word  "cost"  in  a  sense  believed  to  be  incorrect 
and  fruitful  of  fallacies.  If  the  views  here  oflfered  be  sound,  there 
is  no  such  figure  known  to  rate  cases  as  the  cost  of  a  particular 
service. 
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THE  ACCOUNTING  SYSTEM  PRESCRIBED  FOR 

RAILROADS  BY  THE  INTERSTATE 

COMMERCE  COMMISSION 

By  William  E.  Hooper, 
ABSociate  Editor  of  the  Railxcay  Age  Gazette, 

The  origin  of  the  system  of  accounts  which  is  now  prescribed 
for  all  railroad  companies  reporting  to  the  Interstate  Commerce 
Commission  was  a  system  of  accounts  which  Thomas  D.  Messier 
introduced  shortly  after  J862  on  the  Pittsburg,  Fort  Wayne  & 
Chicago — the  northwest  system  of  the  Pennsylvania  Lines  West. 
The  theory  on  which  this  system  was  based  is  that  the  accounts  of 
the  railroad  should  be  a  "pen  picture'*  of  the  results  of  operation 
for  the  fiscal  period  and  of  the  financial  condition  of  the  company's 
affairs.  The  system  which  is  now  prescribed  by  the  Interstate 
Commerce  Commission  rests  on  the  theory  that  the  accounts 
should  show  the  cost  of  the  assets  of  the  corporation  and  the  cost 
of  performing  the  service  of  transportation  and  incidental  services 
connected  therewith.  The  commission  and  its  former  statistician, 
Professor  Henry  C.  Adams,  originated  nothing  of  importance  in 
the  present  system,  their  contribution  to  it  being  in  the  nature  of 
elaboration. 

Previous  to  the  introduction  of  the  Messier  system  on  the 
Pennsylvania  Lines  West,  each  department  or  division  of  a  rail- 
road company  had  its  own  set  of  bookkeepers  who  evidenced  the 
transactions  of  that  department  or  division.  These  records  were 
combined  and  audited  by  the  auditor  or  treasurer  who  drew  up 
the  balance  sheet,  based  on  the  summarized  and  audited  records. 
The  Messier  system  combined  the  bookkeeping  and  auditing  func- 
tions in  a  single  department — the  accounting  department.  The 
Messier  system  accomplished  four  important  changes: 

(1)  The  accounting  officer  was  made  responsible  for  the  collection  of  aU 
accounts  due  the  company  and  for  the  making  of  settlements  with  other  companies; 

(2)  There  was  established  the  forwarded  basis  for  the  settlement  of  interline 
freight  accounts  and  the  balance  of  station  accounts  between  the  forwarding  and 
receiving  stations; 
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(3)  A  classification  of  operating  expenses  by  departments; 

(4)  All  accounts  payable  and  journal  vouchers  were  required  to  be  signed 
by  three  parties,  the  clerk  originating  the  voucher,  his  immediate  superior  and 
the  head  of  the  department  interested,  before  these  accounts  were  journalized. 

The  Interstate  Commerce  Commission,  when  it  was  created 
in  1887,  was  given  power  to  prescribe  a  system  of  accounts  for  rail- 
road companies.  The  system  formulated  by  the  commission  and 
its  statistician,  Professor  Adams,  was  based  on  the  one  in  use  on 
the  Pennsylvania  Lines  west  of  Pittsburg. 

L.  F.  Loree,  now  president  of  the  Delaware  &  Hudson  Company 
and  chairman  of  the  Board  of  Directors  of  the  Kansas  City  Southern 
Railway  Company,  when  he  became  general  manager  of  the  Penn- 
sylvania Lines  West  in  1896  made  a  revision  of  the  form  of  accounts 
in  use  on  the  Pennsylvania,  with  the  object  of  separating  under 
the  old  heading  of  conducting  transportation  the  cost  of  soliciting 
traffic  and  the  cost  of  handling  it.  He  also  made  a  uniform  nomen- 
clature as  to  employees,  so  as  to  bring  about  uniformity  in  the  ac- 
counts to  which  the  wages  of  employees  were  charged  on  diflferent 
divisions  of  the  road.  He  introduced  a  classified  index  of  material 
to  eliminate  the  divergence  of  practice  in  charging  out  material  at 
the  different  local  offices.  When  Mr.  Loree  went  to  the  Baltimore 
&  Ohio  as  president,  this  system  of  accounts  was  introduced  on  that 
road  and  further  modified  and  when  he  went  to  the  Rock  Island 
lines  he  installed  the  sjrstem  there,  also,  and  the  accoimts  were  still 
further  modified  and  amplified. 

In  1906  the  amendment  to  the  law  creating  the  Interstate 
Comntterce  Commission  extended  the  powers  of  the  commission  in 
r^ard  to  prescribing  a  form  of  accounts  for  the  railroad  companies 
reporting  to  the  commission,  and  Professor  Henry  C.  Adams,  work- 
ing in  conjunction  with  Frank  Nay,  chief  accounting  officer  of  the 
Rock  Island  and  at  that  time  president  of  the  Association  of  Ameri- 
can Railway  Accounting  Officers,  took  as  a  basis  for  discussion  the 
system  of  accounts  in  effect  on  the  Rock  Island  lines.  With  some 
modifications,  this  was  the  system  adopted  by  the  commission  and 
prescribed  in  1907  to  be  used  by  all  railroad  companies  beginning 
July  1,  1907.  In  June,  1907,  James  McCrea,  then  president  of  the 
Pennsylvania  Railroad,  protested  strongly  against  the  adoption 
of  the  new  system  and  its  enforcement  on  all  railroads,  without 
further  consultation^  asking  especially  that  the  executive  officers  of 
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the  larger  roads  be  given  a  hearing  before  the  commission.  This 
request  of  Mr.  McCrea's  was  refused  on  the  ground  that  careful 
consideration  had  already  been  given  to  the  matter  and  that  the 
commission  and  statistician  had  been  working  in  conjunction  with 
the  Association  of  American  Railway  Accounting  Officers,  and  the 
new  system  therefore  represented  the  consensus  of  opinion  of  the 
best  available  experts.  This  was  not  strictly  true.  In  certain  very 
important  instances  the  accounting  officers  of  the  railroads  had 
objected  absolutely  to  the  adoption  of  certain  theories  of  the  com- 
mission. This  was  the  case  in  regard  to  the  commission's  rules  which 
made  it  necessary  to  charge  the  original  cost  of  a  line  abandoned, 
to  obtain  a  better  location,  to  expenses. 

On  July  1,  1914,  a  new  system  of  accounts  was  prescribed  by 
the  Interstate  Commerce  Commission  modifjring  to  a  very  con- 
siderable extent  the  details  of  the  previously  adopted  system. 
Mr.  McCrea's  argiunent,  therefore,  that  further  discussion  would 
lead  to  further  modifications  and  his  belief  that  the  comparisons 
should  not  be  disturbed  more  than  was  necessary  have  since  proved 
to  be  well  founded. 

Railroad  accounting,  as  distinguished  from  the  auditing  and 
bookkeeping  functions  of  the  accounting  department,  must,  if  it  is 
to  best  serve  its  purpose,  make  a  clear  and  easily  recognizable  dis- 
tinction between  the  expense  of  conducting  business  and  additional 
investment  in  the  business.  The  commission's  trend  toward  de- 
tailed cost  accounting  has  been  the  result  of  a  desire  to  meet  the 
defense  which  railroad  companies  have  used  in  rate  cases  of  "con- 
fiscation without  due  process  of  law." 

After  the  Supreme  Court  decision  in  the  case  of  Smythe  v. 
Ames,  the  commissioners  recognized  the  fact  that  they  could  not 
prescribe  rates  which  were  below  the  cost  of  performing  the  serv- 
ice necessary  to  earn  the  rate.  They  therefore  desired  a  system  of 
accounts  which  would  distinguish  between  the  cost  of  performing 
diflferent  classes  of  service.  The  developments  which  have  taken 
place  in  the  system  of  accounts  since  the  adoption  by  the  commis- 
sion of  the  Pennsylvania  Lines  West  system  have  been  toward 
evolving  a  cost  accounting  system.  It  has  not  as  yet  been  successful 
despite  the  fact  that  a  very  elaborate  and  comprehensive  set  of  de- 
tailed accounts  have  been  set  up  under  each  one  of  the  general  heads 
of  operating  expenses. 
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Very  briefly  eummariBed,  the  Interstate  Commerce  Commis- 
sion's present  system  of  accounts  requires  the  railroads: 

To  show  in  considerable  detail  the  charges  made  for  additions 
and  betterments  to  capital  account  (property  account)  ; 

To  show  in  great  detail  (on  261  separate  accounts)  the  expenses 
of  operating  the  property  under  six  general  heads.  These  general 
heads  are  Maintenance  of  Way  and  Structures,  Maintenance  of 
Equipment,  Transportation  Expenses,  Traffic  Expenses,  Miscel- 
laneous Expenses  and  General  Expenses  ; 

To  show  in  considerable  detail  a  classification  of  revenues; 

To  show  the  disposition  of  the  revenue  remaining  after  the 
payment  of  operating  expenses  under  the  heading  of  Taxes,  Interest, 
Rentals,  etc..  Appropriations  and  Dividends; 

To  show  in  their  general  balance  sheet  the  cost  of  their  assets 
and  the  face  value  of  their  securities  outstanding  and  their  other 
liabilities; 

To  show  in  a  profit  and  loss  account  the  details  of  debits  and 
credits  to  this  ledger  accoimt. 

As  has  been  already  mentioned,  the  conmiission's  system  of 
accounts  does  not  show  with  any  degree  of  accuracy  the  cost  of  per- 
forming any  particular  service.  An  attempt  is  now  being  made  to 
allocate  all  classes  of  expenses  ae  between  freight  service  and  pas- 
senger service.  It  is  obvious  that  Maintenance  of  Way  Expenses, 
which  includes  the  cost  of  repairs  to  and  renewals  of  the  roadbeds 
and  structures  of  the  transportation  plant,  can  only  be  divided  as 
bet'ween  freight  and  passenger  service  on  some  arbitrary  basis. 
Opinions  differ  as  to  how  acc\u*ately  this  arbitrary  basis  can  be 
made  to  conform  with  the  facts.  There  is  no  difference  of  opinion, 
however,  as  to  the  fact  that  no  one  basis  for  division  or  no  general 
rule  for  a  division  of  these  expenses  can  be  made  which  will  conform 
to  the  facts  even  approximately  under  all  conditions.  The  writer 
believes  that  if  a  careful  study  is  made  of  the  operating  conditions 
on  each  division  of  a  road,  it  is  possible  to  so  divide  Maintenance  of 
Way  expenses  as  to  reflect  with  a  fair  degree  of  accm'acy  the  addi- 
tional cost  which  is  placed  on  maintenance  as  a  whole  when  one  or 
other  of  the  services  is  increased.  If  a  radical  change  takes  place 
in  the  conditions,  however,  it  will  be  necessary,  even  on  a  single 
division,  to  change  the  basis  on  which  the  allocation  of  expenses  was 
made.     If i  for  instance,  the  speed  of  passenger  trains  is  the  factor 
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which  determines  when  worn  rails,  rotted  ties  or  ballast  are  to  be 
renewed,  then  it  is  essential  that  a  speed  ton  mile  shall  be  used  as 
a  factor  in  dividing  Maintenance  of  Way  expenses.  If,  on  the  other 
hand,  the  pounding  which  rails,  ties  and  ballast  get  under  heavy 
freight  service  is  the  factor  which  determines  when  renewals  must 
take  place,  a  ton  mileage  divisor  for  these  expenses  will  be  a  fair  one. 

Maintenance  of  Equipment  expenses  and  Transportation  ex- 
penses can  be  divided  fairly  accurately  between  freight  and  pas- 
senger service  so  that  from  80  to  90  per  cent  of  all  expenses  can  be 
so  divided. 

The  accounts  under  Maintenance  of  Way  and  Structures  are 
constructed  so  as  to  show  the  cost  of  each  class  of  work.  Roughly, 
an  attempt  is  made  to  keep  separate  repairs  and  renewals,  thus  there 
is  an  account  for  rails  which  includes  the  cost,  at  point  of  delivery 
where  rails  are  to  be  put  into  the  track,  of  this  renewal  material. 
There  is  an  account,  Tracklaying  and  Surfacing,  which  includes  the 
labor  cost  of  doing  this  renewal  work.  There  is  another  account. 
Roadway  Maintenance,  which  includes  the  cost  of  keeping  roadway 
up  to  standard.  This  is  repairs.  It  is  quite  possible  that  the  same 
gang  of  men  may  be  at  work  one  day  at  a  job  which  would  necessi- 
tate charging  their  wages  to  one  account,  and  the  next  day  to  a  job 
which  would  necessitate  charging  their  wages  to  a  different  account. 
If  cost  accounting  is  the  primary  object  of  a  system  of  railroad  ac- 
counts, such  difficulties  as  this  of  splitting  up  men's  wages  as  be- 
tween different  accounts  is  a  necessity. 

The  distinction  between  repairs  and  renewals  is  most  easily 
made  in  Maintenance  of  Equipment  expenses.  Repairs  of  loco- 
motives include  the  cost  of  keeping  the  unit  up  to  its  standard  of 
work.  It  is  true,  of  course,  that  this  necessitates  the  renewal  of 
parts,  but  there  is  theoretically  a  clear  line  easily  distinguishable 
between  renewal  of  parts  and  the  abandonment  of  the  unit  and  re- 
placement by  another  unit.  In  practice,  however,  there  are  often 
difficulties  met  with  even  in  making  this  distinction.  Let  us  say 
that  a  consolidation  locomotive  is  to  be  converted  into  a  Mallet. 
The  boiler,  drivers  and  a  considerable  part  of  the  consolidation  loco- 
motive are  retained  with  slight  alterations,  and.  to  this  is  added  a 
second  boiler  and  set  of  drivers.  The  question  arises  as  to  whether 
the  old  consolidation  has  been  abandoned  and  its  original  cost 
therefore  chargeable  to  retirements  and  a  new  locomotive  con- 
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structed,  the  cost  of  which  is  a  capital  charge  and  not  an  expense, 
or  whether  the  consolidation  has  simply  been  added  to  so  that  part 
of  the  cost  of  the  change  is  an  expense  and  part  only  a  capital  charge. 
In  the  case  cited  it  would  probably  be  correct  to  assign  a  certain 
scrap  value  to  the  old  consolidation,  charge  off  the  original  cost  less 
this  scrap  value  to  retirements  and  charge  the  cost  of  the  new 
Mallet  to  capital. 

It  will  be  seen  that  under  Maintenance  of  Equipment  expenses 
the  same  difficulties  of  dividing  up  men's  wages  as  between  different 
accoimts  will  be  foimd,  as  was  encountered  in  the  Maintenance  of 
Way  expenses.  A  blacksmith  may  be  at  work  on  parts  for  the  re- 
pairs of  a  locomotive  one  day  and  parts  for  the  repairs  of  a  steel 
undexfrsme  car  the  next  day. 

There  is  a  more  serious  difficulty,  however,  than  this  in  the 
Interstate  Commerce  Conunission's  primary  accounts,  and  one 
whicli  could  easily  have  been  avoided.  There  is  no  clear  distinction 
made  between  labor  and  materials.  Whereas,  some  accounts  in- 
clude only  labor  costs  and  others  only  material  costs,  as  in  the  case 
mentioned  of  rails  (material)  and  tracklaying  and  surfacing  (labor). 
There  are  many  other  accounts,  both  under  Maintenance  of  Way 
and  Maintenance  of  Equipment,  which  include  both  labor  and 
materials.  Thus  repairs  of  locomotives  include  the  cost  of  the 
material  used  in  making  the  repairs  and  the  labor  cost  of  applying 
this  material.  The  same  is  true  under  Maintenance  of  Way  of 
the  accoimt  Bridges,  Trestles  and  Culverts. 

The  English  system  of  accounts  which  was  promulgated  by  an 
Act  of  Parliament  in  1911,  while  by  no  means  as  scientific  an  attempt 
at  cost  accounting  as  the  American  system,  does  make  a  clear  dis- 
tinction between  labor  and  materials.    Thus  the  cost  of  Repairs  of 
Locomotives  is  divided  between  two  accounts.  Repairs  and  Partial 
Rene^wals  of  Locomotives — labor,  and  Repairs  and  Partial  Renewals 
of  Locomotives — materials.     This  failure  of  the  commission  to  make 
it  easy  to  get  at  labor  cost  in  its  system  of  accounting  is  a  blemish 
on  its  system  of  accounts.     The  commission  is  certainly  aware  that 
in  every  arbitration  between  employees  and  railroad  managements 
which  take  place,  there  is  a  long  and  bitter  wrangle  as  to  what  is 
the  real  trend  of  wage  schedules  and  wage  cost,  and  there  seems 
little  excuse  for  this  failure  to  clearly  distinguish  between  labor  and 
material  costs  when  the  last  revision  of  accounts  was  made  in  1914. 
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The  third  general  heading  of  expenses  is  Transportation. 
Under  this  heading  the  commission  has  included  primary  accounts 
to  show  the  cost  of  actually  doing  business.  If  we  think  of  main- 
tenance as  repairs  and  renewals,  we  can  think  of  transportation  as 
consumption.  The  labor  and  the  materials,  the  cost  of  which  is 
charged  to  transportation,  are  the  labor  and  materials  that  are 
consumed  in  producing  the  transportation.  The  wages  of  trainmen, 
enginemen,  station  agents,  switchmen  and  yardmen  are  all,  of  course, 
a  part  of  the  cost  of  producing  transportation. 

The  commission  has  often  received  credit  for  making  a  dis* 
tinction  between  the  cost  of  soliciting  traffic  and  the  cost  of  pro* 
ducing  transportation,  and  while  it  is  true  that  most  railroad  com- 
panies, previous  to  1907,  did  not  make  this  distinction,  it  was  not 
the  commission  but  a  railroad  officer  who  made  this  analysis  and 
separated  traffic  expenses  (the  cost  of  soliciting  traffic)  and  trans- 
portation expenses  (the  cost  of  producing  transportation).  Under 
traffic  expenses  are  included  the  salaries  of  commercial  agents, 
traffic  solicitors  and  the  expenses  of  advertising,  etc. 

Overhead  charges  are  of  two  kinds,  those  which  can  be  allo- 
cated to  one  general  group  of  expenses,  as  for  instance  the  salaries 
of  the  Engineer  of  Maintenance  of  Way,  which  can  be  charged  to 
Maintenance  of  Way  and  Structures,  or  the  salary  of  the  Superin- 
tendent of  Motive  Power,  which  can  be  charged  to  Maintenance 
of  Equipment,  and  the  salaries  of  general  officers  and  their  expenses, 
which  cannot  be  allocated  as  between  maintenance  and  transpor- 
tation. Thus  the  general  manager  is  responsible  for  both  Main- 
tenance of  Equipment  and  the  expenses  of  the  movement  of  trains. 
The  commission  has  provided  a  primary  account.  General  Expenses, 
under  each  one  of  the  five  headings  mentioned  above,  and  has  also 
a  general  heading.  General  Expenses,  under  which  are  included  such 
expenses  as  the  salaries  of  general  officers,  law  expenses,  accounting 
department  expenses,  etc. 

It  will  be  recalled  that  the  fundamental  test  of  the  value  of 
accoimting  from  the  owner's  point  of  view  is  as  to  whether  or  not 
the  system  of  accounts  adopted  shows  clearly  the  distinction  be- 
tween expenses,  including  maintenance  and  additional  investment  in 
the  property.  The  question  arises,  is  there  any  other  expense  which 
is  going  on  which  is  not  covered  by  the  payment  for  labor  and 
materials  being  consumed,  and  r^>airs  and  renewals.    If  we  define 
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renewals  not  as  renewal  in  kind,  but  as  renewal  to  perform  the 
same  function,  then  there  is  no  other  determinable  item  of  expense 
going  on.  Thus,  if  a  locomotive  is  kept  in  repair  for  fifteen  years 
and  finally  is  condemned  to  the  scrap  heap,  not  because  it  is  worn 
out,  but  because  it  is  obsolete,  if  the  cost  of  a  new  locomotive  to 
perform  the  same  function  in  relation  to  all  the  work  that  is  being 
done  that  was  performed  by  the  old  locomotive  when  it  was  bought, 
is  charged  to  renewals,  and  the  same  policy  is  pursued  throughout 
in  r^ard  to  both  Maintenance  of  Way  and  Maintenance  of  Equip- 
ment, adequate  maintenance  is  being  charged  for. 

The  Interstate  Commerce  Commission,  however,  did  not  go 
at  the  problem  in  this  way.     Their  system  of  accounts  provided 
that  'when  the  locomotive  is  scrapped,  its  original  cost,  less  the  sal- 
vage   received,  should  be  charged  to  an  expense  account  under 
Maintenance  of  Equipment — ^Retirements,  and  the  same  amoimt 
Y>e  credited  to  property  aecoimt.     Thus,  in  time,  if  no  new  equip- 
ment were  bought  to  replace  equipment  abandoned,  the  cost  of 
all  the  company's  equipment  would  have  been  charged  out  to  its 
expenses  and  its  property  account  correspondingly  written  down 
80   that  the  balance  sheet  would  correctly  show  the  depletion  of 
assets. 

The  commission,  however,  went  one  step  further  than  this. 
They  argued  that  each  year  in  the  life  of  the  locomotive  saw  it 
one  step  nearer  the  stage  at  which  it  would  be  scrapped.      Since 
their  aim  was  to  properly  include  in  each  year's  expenses  the  total 
expense  which  accrued  during  that  year,  they  established  depreci- 
ation accoimts,  to  which  an  estimated  amount  was  to  be  charged 
each  year,  which  would  be  suflBcient  to  provide  for  the  original  cost 
of  a  unit  of  equipment  when  it  came  time  to  scrap  that  unit.     In 
other    words,  instead  of  charging  out  through  expenses  the  total 
cost  of  a  locomotive  in  the  year  in  which  it  actually  was  scrapped, 
they  effected  the  same  thing  by  making  charges  of  parts  of  this 
cost  each  year  through  the  life  of  the  locomotive.     If  it  were  possible 
to  guess  with  any  degree  of  accuracy  as  to  what  would  be  the  life 
of  a  uxiit  of  equipment,  or  units  of  permanent  way  and  structures, 
such    a   distribution   of   business  risk  would   be    sound  business 
and  sound  accounting.     The  diflSculty  is  that  it  is  quite  impossible 
to  make  such  guesses  with  anything  like  a  fair  chance  of  the  guess 
proviJ3«  correct,  and  the  accounts,  therefore,  record  as  a  fact  some- 
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thing  which  is  only  a  surmise.  Originally  the  commission  set  up 
depreciation  accounts  only  for  equipment  and  did  not  prescribe 
any  rate  which  the  companies  were  required  to  apply.  In  the  1914 
classification,  depreciation  accounts  were  provided  for  all  classes 
of  material  under  Maintenance  of  Way  and  Structures,  as  well 
as  for  each  unit  of  equipment,  and  the  companies  are  required  to 
charge  such  a  rate  for  equipment  as  will  provide  for  completely 
charging  out  original  cost  before  the  probable  time  for  abandonment, 
and  they  must,  moreover,  be  ready  to  defend  the  rate  of  deprecia- 
tion which  they  adopt.  As  yet  they  are  not  compelled  to  make 
any  depreciation  charges  on  way  and  structures,  but  presumably 
will  be  so  required  in  the  future. 

The  attitude  of  both  the  Interstate  Commerce  Conmiission  and 
the  courts  in  rate  cases  is  such  that  it  would  appear  far  better 
for  railroad  managers  in  the  long  run  if  they  were  to  accept  in  a 
liberal  spirit  the  Interstate  Commerce  Commission's  theories  of 
depreciation  and  to  make  such  charges  as  will,  in  their  best  judg- 
ment, be  adequate.  Some  roads,  if  such  a  policy  is  adopted,  will 
be  very  hard  hit.  But  it  would  appear  to  an  outsider,  that  in  the 
long  nm  it  would  be  better  for  railroad  security  holders  and  rail- 
road managers  to  get  the  crisis  over  with,  even  if  it  means  more 
receiverships,  and  to  get  their  accounts  on  a  basis  which  will  be 
recognized  by  regulators  and  the  courts,  and  on  which  the  rail- 
roads can  base  an  argument  for  adequate  rates. 

The  commission's  system  of  accounts  provides  for  a  charge  to 
capital  (property)  account  for  all  additions  and  betterments,  as 
well  as  extensions.  For  instance,  if  seventy-pound  rail  is  replaced 
by  ninety-pound  rail,  the  cost  of  seven-ninths  of  the  new  rail 
to  be  charged  to  expenses  (rails)  under  Maintenance  of  Way,  and 
two-ninths  is  to  be  charged  as  a  betterment  to  capital  account. 
This  logically  follows  the  commission's  theories  in  regard  to  depre- 
ciation. Under  a  theory,  in  which  adequate  maintenance  included 
the  cost  of  renewals,  not  in  kind,  but  of  a  kind  to  perform  the  same 
function  in  the  general  business  of  transportation,  as  was  performed 
by  the  material  replaced  when  that  material  was  first  bought,  the 
entire  cost  of  the  ninety-pound  rail  would  be  charged  to  expenses 
and  there  would  be  no  need  for  depreciation  accounts. 

Both  railroad  men  and  railroad  regulators  are  continually 
confusing  value  and  cost.    The  conunission's  system  of  accounts 
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attempts  to  stick  strictly  to  cost,  and  in  its  distinction  between 
exp>en8es  and  additions  and  betterments,  it  succeeds.    If  this  sys- 
tem had  been  uniformly  applied  to  railroad  accounts  since  the  first 
railroad  was  built  in  this  country,  the  books  of  the  railroad  com- 
panies would  show  accurately  the  cost  of  the  companies'  assets. 
On  the  other  hand,  the  books  would  not  show  the  value  of  these 
assets,  since  cost  is  only  one  of  the  factors  in  value.     In  practice, 
however,    even   the   Interstate    Commerce   Commissioners   often 
confuse,  in  rate  cases,  cost  and  value,  and  many  of  the  state  com- 
missions apparently  make  no  distinction  between  these  two  words, 
nor  do  they  use  either  of  them  correctly.     What  the  Interstate 
Cominerce   Commission   would    like   to    have  railroad    accounts 
show  is  value  of  assets  and  cost  of  each  class  of  service.    What 
the  accounts  do  show,  however,  is  cost  of  assets  and  cost  of  total 
service. 

On  the  whole  the  commission's  system  of  accounts  is  more 
detailed  than  is  needed  by  the  security  holder  who  wishes  to  read 
the  history  of  the  affairs  of  his  company  and  not  detailed  enough 
insofar  as  they  do  not  separate  labor  and  material  costs  for  the 
railroad  management.  The  great  and  permanent  service  which 
the  commission  has  rendered  to  railroad  security  holders,  and  the 
public  that  is  attempting  to  regulate  railroads,  is  to  enforce  a  uni- 
farm  system  of  accounts. 
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THE  SEAMEN'S  ACT 

By  Philip  B.  Kennedy, 

Afisistant  Professor  in  Economics,  New  York  University  School 
of  Commerce,  Accounts  and  Finance. 

The  Seamen's  Act  which  was  approved  by  President  Wilson  on 
March  4,  1915,  and  which  went  into  e£fect  as  concerns  vessels  of 
American  registry  on  November  4,  1915,  has  been  highly  applauded 
on  one  side  by  those  ostensibly  representing  American  seamen  and 
as  soundly  condemned  on  the  other  side  by  those  who  are  attempt- 
ing to  build  up  an  American  merchant  marine.  This  act,  which  has 
been  the  object  of  so  much  controversy,  is  entitled  in  full:  "An 
Act  to  promote  the  welfare  of  American  seamen  in  the  merchant 
marine  of  the  United  States;  to  abolish  arrest  and  imprisonment  as 
a  penalty  for  desertion  and  to  secure  the  abrogation  of  treaty  pro- 
visions in  relation  thereto:  and  to  promote  safety  at  sea."^ 

There  is  much  in  the  act  which  is  generally  approved.  Certain 
reconunendations  made  by  the  International  Conference  on  Safety 
of  Life  at  Sea,*  in  a  report  signed  at  London,  January  20,  1914,  have 
been  embodied  in  the  act  and  are  reflected  in  its  title.  This  con- 
ference was  called  as  a  result  of  the  sinking  of  the  White  Star  liner 
Titanic.  Certain  provisions,  however,  relating  to  language  require- 
ments of  sailors,  desertion,  and  life-saving  appliances  are  claimed  to 
unduly  increase  the  cost  of  operating  vessels  under  our  flag. 

The  Controversy  over  the  Seamen's  Apr 

The  different  points  of  view  are  interesting  as  showing  the 
feeling  which  has  been  aroused  by  this  act.  Senator  R.  M.  La 
Follette  of  Wisconsin,  the  father  of  the  Act,  writes  in  La  FoUette^s 
Magazine  for  March,  1915,  in  part  as  follows: 

It  is  four  days  since  the  President  signed  the  Seamen's  Bill,  and  already  the 
masters  of  the  sea  are  beginning  to  threaten  dire  vengeance.  Through  their  press 
they  are  turning  out  columns  of  violent  denunciation  of  the  law.    Already  they 

» Publication  No.  302.    Sixty-third  Ck>ngress,  S.  136. 
« International  Ck>nference  on  Safety  of  Life  at  Sea.    Sixty-third  Congress, 
second  session.    Senate  Document  No.  463. 
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are  giving  warning  that  they  will  oancel  their  American  registry 

With  the  American  flag  at  the  masthead  they  now  man  their  vessels  with  under- 
paid, underfed  Chinese  with  whom  the  owners  have  displaced  American  seamen. 
The  American  sailor  in  his  bondage  has  been  forgotten  for  generations.  At 
last  his  appeal  has  been  heard.  It  was  reserved  for  President  Wilson  in  the  closing 
hours  of  the  Sixty-third  Congress  to  approve  a  measure  which  blots  out  the  last 
vestige  of  slavery  under  the  American  flag.  The  Seamen's  Bill  is  the  second 
proclamation  of  freedom.  The  fourth  of  March,  1915|  is  the  sailor's  emancipation 
di^.* 

Senator  La  FoUette  in  the  April  number  of  his  magazine  pays 
tribute  to  Andrew  Furnseth,  for  nearly  twenty-five  years  secretary 
of  the  Pacific  Coast  Seamen's  Union  and  president  of  the  Inter- 
national Seamen's  Union,  who  has  long  been  a  lobbyist  in  Wash- 
ington where  he  has  steadfastly  advanced  his  cause.  His  personal 
efforts  played  a  large  part  in  the  passage  of  this  Seamen's  Act.  Mr. 
Furnseth  has  been  a  man  of  one  idea — to  secure  an  American  stand- 
ard of  living  for  the  American  sailor. 

The  point  of  view  represented  by  Senator  La  Follette  and  Mr. 
Furnseth  has  been  primarily  the  human  point  of  view.  Those  who 
have  opposed  the  act  have  considered  it  mainly  from  the  economic 
point  of  view.  Very  frequently  assertions  have  been  made  that 
the  proposers  of  the  act  utterly  ignored  its  possible  economic  effect. 
Such  an  inference,  for  example,  was  made  by  Mr.  R.  P.  Schwerin, 
manager  of  the  Pacific  MaU,  when  in  an  article  he  quotes  with 
approval  the  following: 

In  the  Senate,  Senator  La  FoUette  who  introduced  the  bill,  to  quote  from 
the  Providence,  R.  L,  Journal  of  Maroh  8,  boasted  of  the  fact  that  he  was  a 
landlubber;  that  he  had  nothing  to  do  with  the  framing  of  the  bill:  he  was 
ignorant  of  the  subject  matter  and  had  no  intelligent  notion  of  its  possible  effects 
and  consequences,  except  that  he  was  sure  (and  in  this  he  was  undoubtedly 
right)  that  it  was  satisfactory  to  the  lobby  which  represented  the  Seamen's 
Union.* 

Mr.  Schwerin  in  this  same  article  sums  up  the  opposing  forces 
as  follows: 

After  a  two-year  struggle  between  the  labor  leaders  interested  in  trades  both 
ashore  and  afloat,  and  the  shipowners,  ship  managers  and  agents,  the  Seamen's 
Bill  became  a  law  on  March  4,  1915> 

The  conflict  over  the  act  haa  been  enhanced  by  the  opportunity 

s  La  FoUeU^a  Magazine,  March,  1915,  p.  2. 
*  Pacific  Marine  Review,  April,  1916,  p.  13. 
>  Pacific  Marine  Review,  April,  1915,  p.  13. 
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created  by  the  European  war,  to  build  upou  an  American  merchant 
marine.  The  peed  of  a  merchant  marine  at  the  present  time  is 
affirmed  by  those  who  are  most  prominent  in  promoting  our  foreign 
trade.  The  National  Foreign  Trade  Council,  which  comprises  a 
distinguished  membership,  on  September  23,  1915,  approved  a 
report  of  its  Merchant  Marine  Committee,  consisting  of  Robert 
Dollar,  James  A.  Farrell  and  P.  A.  S.  Franklin.  The  recommenda- 
tions of  this  committee  include  (No.  4)  one  which  advises  that  the 
President  be  empowered  to  suspend  the  Seamen's  Act  as  relating  to 
the  language  test  and  the  minimum  percentages  of  able  seamen 
among  the  deck  crew.* 

It  seems  likely,  therefore,  that  the  controversy  over  the  Sea- 
men's Act  may  again  be  revived  in  Congress. 

The  Provisions  op  the  Seamen's  Act 
Work  of  Seamen 

Sec.  2.  That  in  all  merchant  vessels  of  the  United  States  of 
more  than  one  hundred  tons  gross,  excepting  those  navigating 
rivers,  harbors,  bays  or  sounds  exclusively,  the  sailors  shall,  while 
at  sea,  be  divided  into  at  least  two,  and  the  firemen,  oilers,  and 
water  tenders  into  at  least  three  watches,  which  shall  be  kept  on 
duty  successively  for  the  performance  of  ordinary  work  incident  to 
the  sailing  and  management  of  the  vessel.  The  seamen  shall  not 
be  shipped  to  work  alternately  in  the  fireroom  and  on  deck,  nor  shall 
those  shipped  for  deck  duty  be  required  to  work  in  the  fireroom,  or 
vice  versa;  but  these  provisions  shall  not  limit  either  the  authority 
of  the  master  or  other  officer  of  the  obedience  of  the  seamen  when, 
in  the  judgment  of  the  master  or  other  bfficer,  the  whole  or  any  part 
of  the  crew  is  needed  for  the  maneuvering  of  the  vessel  or  the  per- 
formance of  work  necessary  for  the  safety  of  the  vessel  or  her  cargo, 
or  for  the  saving  of  life  aboard  other  vessels  in  jeopardy,  or  when 
in  port  or  at  sea  from  requiring  the  whole  or  any  part  of  the  crew  to 
participate  in  the  performance  of  fire,  lifeboat,  and  other  drills. 
While  such  vessel  is  in  a  safe  harbor  no  seamen  shall  be  required  to 
do  any  unnecessary  work  on  Sundays  or  the  following-named  day^: 
New  Year's  Day,  the  Fourth  of  July,  Labor  Day,  Thanksgiving 

*  Report  of  the  National  Foreign  Trade  Council  on  the  Merchant  Marine^  pi 
15,  National  Foreign  Trade  Council,  64  Stone  Street,  New  York. 
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Day,  and  Christmas  Day,  but  this  shall  not  prevent  the  dispatch  of 
a  vessel  on  regular  schedule  or  when  ready  to  proceed  on  her  voyage. 
And  at  all  times  while  such  vessel  is  in  a  safe  harbor,  nine  hours, 
inclusive  of  the  anchor  watch,  shall  constitute  a  day's  work.'^ 

This  provision  is  expected  to  entail  in  certain  cases  additions 
to  the  crews  now  required.  Section  1  provides  that  when  desertions 
occur  at  any  port  substitutions  must  be  made,  if  obtainable,  at  the 
same  or  higher  rating. 

Quarters  and  Food  for  the  Crew 

Every  man  must  have  120  cubic  feet  and  at  least  16  square  feet 
deck  room  for  sleeping  quarters.  The  eflfect  of  this  provision  is 
stated  by  Mr.  Welding  Ring  as  follows: 

This  is  two-thirdfl  more  cubic  space  and  one-third  more  floor  space  than  was 
formerly  required.  A  certain  10,000-ton  ship  owned  by  a  New  York  company 
carried  39  men  in  the  crew.  It  must  now  devote  2,808  cubic  feet  ta  the  crew. 
It  wiU  hereafter  have  to  devote  4,680  cubic  feet,  an  increase  of  1,872  cubic  feet. 
This  will  take  47  tons  from  the  cargo  space.  Hospital  quarters  will  displace  9 
tons  more.* 

Provisions  are  also  made  for  suitable  wash  rooms. 
The  provisions  in  respect  to  crew  quarters,  as  well  as  those 
relating  to  the  food  menu,  may  require  changes  on  certain  vessels. 
Altogether,  however,  these  provisions  are  good.    Many  American 
vessels  already  exceed  these  minimum  requirements. 

PaymerU  of  Seamen^a  Wages 

The  custom  of  holding  back  seamen's  wages  to  protect  a  vessel 
from  desertion  in  foreign  ports  has  been  legislated  against  in  this 
act.     As  the  law  now  reads: 

Every  seaman  on  a  vessel  of  the  United  States  shall  be  entitled  to  receive  on 
demand  from  the  master  of  the  vessel  to  which  he  belongs,  one-half  part  of  the 
wages  which  he  shall  have  then  earned  at  every  port  where  such  vessel,  after  the 
voyage  has  commenced,  shall  load  or  deliver  cargo  before  the  voyage  is  ended.* 

The  seaman  secures  half  his  pay  and  if  he  then  deserts  he  can- 
not be  prosecuted.  This  provision  will  also  aflfect  seamen  on  foreign 
vessels  after  March  4, 1916,  or  at  such  later  date  as  existing  treaties 

7  Department  circular  No.  262,  Department  of  Commerce,  on  the  adminis- 
tration of  this  section,  was  issued  August  13,  1915. 

•  The  Americas,  National  City  Bank.    March,  1915,  p.  35. 

•  Sec.  4,  also  Department  circulars  259,  260,  Department  of  Commerce. 
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may  be  abrogated.  These  paym^its  of  wages  may  not  be  nearer 
together  than  five  days.  Where  vessels  make  many  ports  of  call 
additional  clerical  labor  will  be  required  to  handle  the  wage  settle- 
ments. 

Since  the  master  of  the  ship  must  secure  substitutes  ''of  the 
same  or  higher  rating,"  where  obtainable,  some  difficulty  may  be 
experienced. 

This  provision  will  not  be  serious  unless  the  seamen  utilize  it 
to  unduly  strengthen  the  position  of  their  unions. 

Safegitards  of  Seamen 

American  seamen  are  protected  against  attachments  of  their 
wages. 

Sec.  11.  Sections  of  the  Act  of  December  21,  1886,  are 
amended  as  follows: 

(a)  That  it  shall  be  and  is  hereby  made  unlawful  in  any  case  to  pay  a  seaman 
wages  in  advance  of  the  time  he  has  actually  earned  the  same. 

(b)  That  it  shall  be  imlawful  for  any  seaman  to  stipulate  in  his  shipping 
agreement  for  an  allotment  of  any  portion  of  his  wages  he  may  earn. 

(c)  That  no  allotment  shaU  be  valid  unless  in  writing  and  signed  by  and  ap- 
proved by  the  shipping  commissioner. 

(e)  This  section  shaU  also  apply  to  foreign  vessels  in  American  waters. 

Sec.  12.  That  no  wages  due  or  accruing  to  any  seaman  or 
apprentice  shall  be  subject  to  attachment  or  arrestment  from  any 
court. 

American  seamen  stranded  in  foreign  ports  have  been  the 
special  wards  of  American  consuls,  according  to  the  Act  of  December 
21,  1898,  which  reads: 

If  the  seaman  is  discharged  on  account  of  injury  or  illness,  incapacitating  him 
for  service,  the  expenses  of  his  maintenance  and  return  to  the  United  States  shall 
be  paid  from  the  fund  for  the  maintenance  and  transportation  of  destitute  Ameri- 
can seamen. 

Section  19  of  the  Seamen's  Act  of  March  4,  1915,  adds  to  these 
words  the  following: 

Provided,  That  at  the  discretion  of  the  Secretary  of  Commerce  and  under 
such  regulations  as  he  may  prescribe,  if  any  seaman  incapacitated  from  service 
by  injury  or  illness  is  on  board  a  vessel  so  situated  that  a  prompt  discharge  requir- 
ing the  personal  appearance  of  the  master  of  the  vessel  before  an  American  consul 
or  consular  agent  is  impracticable,  such  seaman  may  be  sent  to  a  consul  or  consular 
agent,  who  shall  care  for  him  and  defray  the  cost  of  his  maintenance  and  trans- 
portation, as  provided  in  this  paragraph. 
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Special  regulatk>n6  on  this  miction  are  made  in  the  Department 
dtcnlar  No.  2«B. 

For  some  time  the  practice  has  been  discontinired  of  having  our 
consuls  secure  the  arrest  of  desertii^  American  seamen,  a  policy  still 
followed  by  many  nations.  The  act  specifies  that  for  desertion  a 
seaman  shall  forfeit  any  clothes  or  effects  he  has  on  board  and  his 
accrued  wages.  Penalties  are  also  levied  for  acts  of  insubordina- 
tion.^* Flogging  and  all  forms  of  corporal  punishment  are  pro- 
hibited." 

The  liberal  policy  toward  American  seamen  is  to  also  be  ex- 
tended to  seamen  on  foreign  vessels  in  American  waters,  in  as  far  as 
arrest  for  desertion  is  concerned.    Section  16  of  the  act  reads: 

That  in  the  judgment  of  Ck>ngre88  articles  in  treaties  and  conventiona  of  the 
United  States,  in  so  far  as  they  provide  for  the  arrest  and  imprisonment  of  officers 
and  seamen  deserting  or  charged  with  desertion  from  merchant  vessels  of  the 
United  States  in  foreign  countries,  and  for  the  arrest  and  imprisonment  of  officers 
and  seamen  deserting  or  charged  with  desertion  from  merchant  vessels  of  foreign 
nations  in  the  United  States  and  the  Territories  and  possessions  thereof,  and  for 
the  cooperation,  aid,  and  protection  of  competent  legal  authorities  in  effecting 
Buch  arrest  or  imprisonment  and  any  other  treaty  provision  in  conflict  with  the 
provisions  of  this  Act,  ou^t  to  be  terminated,  and  to  this  end  the  President  be,  and 
he  is  hereby,  requested  and  directed,  within  ninety  days  after  the  passage  of  this 
Act,  to  ^'ve  notice  to  the  several  Governments,  respectively,  that  so  much  as 
hereinbefore  described  of  all  such  treaties  and  conventions  between  the  United 
States  and  foreign  Grovemments  will  terminate  on  the  expiration  of  such  periods 
after  notices  have  been  given  as  may  be  required  in  such  treaties  and  conventions. 

The  sailor  has  long  been  an  object  of  special  legislation.  Disci- 
pline upon  the  sea,  maintained  by  legal  penalties,  has  been  necessary 
and  sometimes  masters  have  taken  undue  advantage  of  their  power. 
Sailors  in  port  have  also  been  more  or  less  the  object  of  governmental 
protection.  Some  of  the  first  limitations,  for  instance,  put  upon 
freedom  of  contract  were  passed  to  protect  seamen's  wages. 

In  this  act  the  stipulations  which  are  intended  to  protect  the 
seamen  against  loss  of  wages,  against  brutal  treatment,  and  against 
severe  action  in  the  case  of  desertion,  do  not  seem  to  be  too  generous 
for  a  normal  responsible  American  workman.  Our  seamen,  how- 
ever, have  literally  been  gathered  from  the  ends  of  the  earth  and 
as  a  class  they  are  less  easily  managed  than  are  our  workmen  in 
domestic  trades.     It  remains  to  be  seen  whether  the  American  sea- 

^^  Sections  7  and  8. 
w  Section  9. 
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men  will  respond  to  the  new  regulations  in  the  right  spirit.  If  they 
do  not,  they  may  be  able  to  severely  embarrass  the  shipping  com- 
panies. Confidence,  however,  placed  in  men  is  usually  returned. 
When  a  trade  agreement  for  example  was  entered  into  some  years 
ago  between  the  anthracite  coal  operators  and  the  miners'  union, 
it  was  freely  predicted  that  the  miners  were  not  the  kind  of  men  to 
trust  with  an  agreement.  This  prediction  proved  to  be  wrong. 
Those  who  now  predict  lack  of  discipline  among  American  crews  as 
the  result  of  the  above  provisions  may  also  prove  to  be  mistaken. 
Instead  of  a  slacker  service  an  actual  improvement  may  be  found. 
This  movement  to  give  the  seamen  a  better  chance  has  not  been 
generally  opposed  and  it  should  not  be,  unless  the  seamen  show 
themselves  to  be  unworthy  of  this  trust. 

Life-Saving  Regvlations 

About  two-thirds  of  the  body  of  the  act  is  taken  up  with  the 
regulations  relating  to  life-saving  appliance  and  the  manning  of  life 
boats."  Additional  expense  may  be  required  of  some  American 
vessels  to  meet  with  these  regulations.  The  manager  of  one  Ameri- 
can line,  however,  testified  that  no  additional  expense  would  be 
required  in  their  case.  These  regulations  are  specific  and  as  a  whole 
carefully  considered.  These  safety  provisions  are  an  excellent 
feature  of  the  act. 

Able  Seamen 

The  act  creates  certificated  "able  seamen.''  **  The  percentage 
of  the  crew,  exclusive  of  officers  and  apprentices,  of  a  rating  of  able 
seamen  required  for  the  first  year  is  40  per  cent,  second  year  46  per 
cent,  third  year  50  per  cent,  fourth  year  55  per  cent  and  thereafter 
65  per  cent. 

Able  seamen  for  ocean  service  must  be  19  years  old  and  must 
have  had  three  years'  service  on  deck  at  sea  or  on  the  Great  Lakes. 

The  examination  given  by  the  steamboat  inspection  service  of 
the  Department  of  Commerce,  for  a  certificate,"  includes  a  physical 
examination  and  tests  in  knowledge  of  seamanship. 

During  the  first  week  of  the  operation  of  the  law,  November 
4-11,  physical  examinations  were  given  in  New  York  to  913  men. 

>>  Section  14. 
"Section  13. 
"  Department  circular  264. 
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Of  this  number  101  failed  to  pass.  The  principal  defects  which  made 
for  ineligibility  were  faults  of  vision,  color  blindness,  and  physical 
weakness.  As  a  whole  the  men  applying  were  excellent  as  to 
physical  condition,  according  to  the  testimony  of  the  examining 
doctors. 

The  number  of  seamen  refused  certificates  on  the  Pacific  coast 
is  reported  by  the  newspapers  to  be  large.  Mr.  Fumseth  has  been 
led  to  protest  to  Washington  against  the  application  of  the  law.^* 

The  rush  to  secure  certificates  shortly  after  November  4  was 
great.  Many  American  vessels,  however,  were  unable  to  immedi* 
ately  comply  with  the  full  provisions  of  the  act,  as  relating  to  the 
quota  of  certificated  seamen. 

Additional  wages  may  be  obtained  by  certificated  seamen,  if 
they  are  in  a  position  where  the  steamship  owners  absolutely  need 
them  to  comply  with  the  law.  The  hands  of  the  Seamen's  Union 
should,  therefore,  be  strengthened.  This  is  what  is  feared  by  the 
st-eamship  owners.  It  is  impossible  to  foretell  to  what  extent  the 
Seamen's  Union  will  take  advantage  of  the  situation. 

Language  Test 

No  vessel  of  100  gross  tons  or  over,  except  those  navigating 
rivers  exclusively  and  smaller  inland  lakes,  shall  be  permitted  to 
depart  from  any  port  of  the  United  States  unless  she  has  on  board  a 
crew  not  less  than  75  per  cent  of  which  are  able  to  understand  an 
order  given  by  the  officers.^*  This  has  been  construed  to  mean  the 
necessary  orders  that  may  be  given  to  crews  in  each  department  in 
the  performance  of  their  duties.^^ 

Any  language  which  is  understood  in  sufficient  measure  by 
both  the  officers  and  the  proper  proportion  of  the  crew  will  comply 
with  the  law. 

"It  must  clearly  be  understood,  therefore,  that  the  section 
cannot  be  construed  as  requiring  an  English-speaking  crew.''  ^^ 

Among  the  necessary  orders  which  must  be  understood  by  the 
crew  are  not  only  the  orders  relating  to  their  specific  duties  on  board 
ship,  but  also  orders  necessary  for  lifeboat  duty.     In  making  the 

**  Editorial,  New  York  Times,  November  11,  1916. 

*•  Section  13. 

*^  Department  circular  266. 

*•  Department  circular  2(55,  Department  of  Conmierce. 
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tests  the  orders  are  to  be  given  by  the  officers  and  not  by  the  cus- 
toms collector.  The  tests  shall  abo  be  made  sufficiently  in  advance 
of  sailing  time  to  enable  the  ship  to  engage  such  new  members  of  the 
crew  as  may  be  necessary. 

The  spirit  in  which  the  language  test  is  to  be  administered  is 
found  in  the  concluding  sentence  of  Department  circular  Na  265, 
issued  September  18,  1915,  and  signed  b>  Secretary  W.  C.  Redfield: 

The  Department  understands  the  law  to  require  the  safeguarding  of  the 
vessel  through  the  language  test  by  such  means  and  at  such  times  and  in  such 
manner  as  shall  be  helpful  and  not  hurtful  to  our  maritime  oonuneroe,  and  that  it 
is  in  no  sense  intended  to  be  used  to  create  embarrassment  or  to  cause  unneoessary 
expense  or  delay. 

The  lenient  construction  of  the  law,  as  relating  to  the  language 
test,  has  been  reputed  in  some  quarters  to  work  against  the  intention 
of  the  law  which  was  to  drive  Chinese  crews  off  American  vessels  in 
the  Pacific.  The  language  test  which  has  been  considered  such  a 
body  blow  to  American  shipping  in  the  Pacific,  at  least  looks  far  less 
ominous  with  the  recent  interpretation.  That  the  interpretation 
is  a  fair  and  reasonable  one,  imder  the  law,  may  be  doubted  by  some. 
It  is  an  interpretation,  however,  which  rings  true  to  the  interest 
both  of  safety  at  sea  and  to  the  welfare  of  American  shipping. 

Issues  Involved  in  the  Seamen's  Act 

In  attempting  to  arrive  at  any  conclusions  concerning  the 
effect  of  the  Seamen's  Act,  two  interests  must  be  considered — ^the 
American  seamen  and  the  American  merchant  marine. 

An  American  standard  of  living  afloat  is  a  fair  enough  proposi- 
tion considering  the  protective  tariffs  which  have  been  asked  of 
Congress  to  safeguard  an  American  standard  of  living  ashore.  It 
is  not  only  a  question  of  fairness,  however;  it  is  also  a  question  of 
the  national  welfare,  as  every  issue  should  be,  no  matter  what  indi- 
vidual precedents  have  gone  before.  "Pork  barrel"  politics  are 
common,  but  they  are  not  a  justification. 

The  American  merchant  marine  also  cannot  claim  special  favors 
imless  the  country  needs  it.  Our  merchant  marine  policy  is  fre- 
quently cited  as  having  been  suicidal  for  years.  The  country,  how- 
ever, has  been  centered  in  internal  development  and  at  great  profit. 
The  time  seems  to  now  have  arrived  on  the  contrary  when  we  must 
look  to  external  development  and  here  is  the  present  reason  for  a 
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marine.     Our  treatment  of  the  merchant  marine  is  inevitably  linked 
with  the  question  of  our  present  need  for  its  service. 

Tfie  Claim  of  the  American  Seam^an 

Who  is  the  American  seaman,  in  the  first  place,  is  a  question 
worth  asking  when  we  start  out  to  state  his  claims.  Of  the  men 
shipped  and  reshipped  by  the  shipping  commissioners  on  vessels  of 
the  United  States  for  the  fiscal  year  ending  June  30,  1914,  we  find 
only  47.4  per  cent  were  American  citizens,  and  only  31.5  per  cent 
were  native-boi|;i  Americans.  For  this  year  the  percentage  of  sea- 
men who  deserted  was,  however,  only  1.39  per  cent." 

The  nationality  of  certificated  able-bodied  seamen  under  the 
new  act  has  not  yet  been  compiled.  The  nationality  of  100  men  to 
whom  certificates  were  issued  in  New  York  on  November  9  and  10 
may  be  taken  as  a  specimen. 

Natiqnautt  of  100  ChiBTmcATBD  Mbn 

United  StotM 22  Denmark 4 

Norway 16  Holland 7 

Russia 7  Germany 6 

Italy 7  Austria 3 

Switzerland 3  Spain 2 

Finland 5  Sweden 4 

United  Kingdom 5  Belgium 1 

Portugal 6  Greece 2 

The  intention  of  the  Seamen's  Act  is  to  benefit  the  seaman  on 
American  vessels  whether  he  be  a  citizen  or  not.  The  fact  that 
more  than  half  of  our  seamen  are  not  even  naturalized  American 
citizens,  should  not  prevent  our  enforcing  good  living  conditions  in 
our  ships,  but  it  should  make  us  conservative  about  putting  in  a 
much  more  costly  system  than  is  followed  by  competing  nations. 

Shipping  is  an  industry  which  is  the  first  to  feel  international 
competition.  Since  discriminating  duties  have  been  abolished  by 
treaties  among  the  principal  maritime  nations,  the  country  which 
can  do  the  shipping  the  cheapest  has  secured  the  traffic.  In  many 
instances  American  industries  have  been  able  to  pay  higher  wages 
and  compete  because  of  superior  efficiency.  In  the  old  days  of 
sailing  ships  when  the  Yankee  seaman  was  at  his  best  we  had 
sup>erior  efficiency  on  the  high  seas.  Edmimd  Burke,  for  instance, 
in  his  famous  speech  on  Conciliation  with  the  Colonies,  paid  high 
»  Annual  report  of  the  Commiesioner  of  Namgation,  1914,  p.  24. 
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tribute  to  the  superior  efficiency  of  the  Yankee  sailor.  Recently 
under  our  navigation  laws  where  it  has  cost  more  to  operate  our 
ships  than  it  has  our  competitors,  if  anything  greater  efficiency  has 
been  on  the  side  of  the  foreigner.  We  are  not  likely,  in  fact,  to 
increase  our  efficiency  in  operating  ships  until  we  have  built  up  our 
merchant  marine  to  larger  proportions. 

The  additional  costs  entailed  by  the  Seamen's  Act  should,  as  a 
matter  of  principle,  be  offset  as  far  as  possible  by  greater  labor 
efficiency.  If  the  seamen  do  not  respond  in  this  fashion  the  act 
will  be  an  added  burden  to  our  shipping. 

If  the  act  attracts  a  better  class  of  men  to  the  seamen's  trade  it 
may  justify  itself.  With  a  growing  merchant  marine,  such  as  we 
require,  more  officers  and  skilled  men  will  be  needed.  The  same 
sort  of  spirit  which  has  made  for  success  in  some  of  our  industries 
will  be  needed  in  shipping,  when  we  begin  to  expand. 

American  ship-owners  have  been  very  pessimistic  over  our 
navigation  laws,  especially  this  last.  They  evidently  see  no  likely 
increase  in  efficiency  to  offset  increased  costs.  They  see  only  a  plain 
bill  of  added  costs  with  nothing  to  offset  it  on  the  other  side.  Unless 
some  return  is  given  for  better  conditions  the  seamen  will  be  killing 
the  goose  that  laid  the  golden  egg.  They  will  be  devising  them- 
selves out  of  their  jobs. 

The  Act  and  Our  Merchant  Marine 

Although  on  Jime  30,  1915,  the  American  merchant  marine 
with  a  gross  tonnage  of  8,319,486  ranked  second  only  to  Great 
Britain  among  the  merchant  navies  of  the  world,  a  large  part  of 
this  tonnage  was  engaged  in  trade  on  the  Great  Lakes  and  on  coast- 
wise routes  where  we  have  a  monopoly.  Our  tonnage  engaged  in 
foreign  trade  is  barely  a  million  and  a  half  tons.  This  puts  us 
behind  Germany,  France,  Norway  and  Japan  in  oversea  tonnage. 

As  the  result  of  the  European  war  we  need  merchant  ships  of 
our  own,  as  we  have  not  for  many  years.  In  the  first  place  our 
commerce  destined  to  neutral  ports  in  Europe  has  been  severely 
hampered  due  to  our  dependence  upon  British  ships.  Regulations 
have  been  put  in  force  on  British  ships  which  are  distinctly  to  our 
disadvantage.  In  the  second  place  we  need  better  shipping  connec- 
tions with  outlying  markets  such  as  the  Far  East,  the  west  coast  of 
South  America,  Australia  and  South  Africa  where  during  the  past 
six  months  our  goods  have  been  in  increased  demand. 
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The  three  main  reasons  why  our  oversea  merchant  marine  has 
not  developed  more  rapidly  are:  first,  higher  cost  of  building  ships 
in  this  country,  second,  higher  rates  for  capital,  and  third,  higher 
costs  of  operating  vessels.  Our  steel  industry  has  now  arrived  at 
a  high  point  of  eflSciency  and  leads  the  world;  if  we  started  building 
ships  on  large  scale  there  is  every  reason  to  believe  that  we  could 
turn  them  out  as  cheaply  as  any  nation.  A  subsidy  to  start  a  build- 
ing program  would  be  a  wise  national  investment. 

There  is  now  also  an  inducement  for  American  capital  to  go  into 
shipping,  something  which  has  not  been  true  until  recently.  The 
Englishman  has  been  content  to  average  three  or  four  per  cent 
return  on  his  shipping;  the  American  who  has  been  able  to  make 
more  in  inland  investment  has  not  been  attracted  by  this  return. 
Times,  however,  have  changed.  Three  or  four  per  cent  money  is  not 
liable  to  be  known  in  England  for  some  time.  The  American  can 
today  loan  money  as  cheaply  or  more  cheaply  than  the  English. 
Earnings  on  ships  also  seem  destined  to  be  high  for  several  years, 
due  to  the  shortage  caused  by  the  war.  As  an  investment  proposi- 
tion, therefore,  shipping  looks  better  today  to  American  capital 
than  it  has  since  the  Civil  War. 

With  an  opportunity  almost  within  our  grasp,  it  seems  fatal  to 
raise  the  cost  of  operation  on  our  vessels  so  much  higher  than  that  of 
our  competitors  as  to  sweep  our  vessels  off  the  seas.  The  Pacific 
Mail,  for  example,  seeing  no  chance  of  profit  ahead,  accepted  a 
favorable  moment  to  sell  its  ships  and  many  of  our  merchants  have 
already  suffered  from  the  withdrawal  of  this  line.  When  we  sorely 
need  ships  we  must  make  it  attractive  to  operate  them. 

It  is  hardly  worth  while  to  attempt  to  compare  costs  of  opera- 
tion iinder  our  flag  and  foreign  flags.  Before  such  comparisons  will 
be  trusted  by  the  general  American  public,  an  authoritative  investi- 
gation must  be  undertaken  by  our  government  through  an  expert 
commission.  Various  interests  now  distrust  each  other  to  such  an 
extent  that  no  other  policy  is  practicable. 

When  we  discover  the  extent  of  our  disability  in  operating 
shipSy  Congress  should  take  steps  to  remove  this,  either  by  subsidy  or 
by  amendment  of  our  navigation  laws,  so  that  American  enterprise 
can  operate  ships  at  a  commercial  profit.  An  emergency  has  occurred 
and  we  must  not  fail,  as  a  nation,  to  take  advantage  of  it.  The 
Seamen's  Bill  must  be  considered  as  a  part  of  this  general  problem. 
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WATER-POWER    DEVELOPMENT    ON    THE    NATIONAL 
FORESTS  AND  PROPOSED  NEW  LEGISLATION^ 

Bt  O.  C.  Merrill, 
Chief  Engineer,  United  States  Department  of  Agriculture,  Forest  Service. 

This  convention  has  been  called  for  the  purpose  of  diacussing 
ways  and  means  for  promoting  water-power  development  in  the 
western  states  and  particularly  for  considering  the  extent  and  form 
of  federal  legislation  which  would  be  best  adapted  to  that  end. 

This  question  has  been  much  discussed  in  recent  years  and 
different  men  and  groups  of  men  have  reached  radically  different 
conclusions,  partly  because  they  had  different  theories  of  economics 
and  of  government,  partly  because  the  discussion  has  been  allowed 
to  center  aroimd  certain  academic  questions  having  no  essential 
bearing  on  a  practical  constructive  program,  but  largely  because 
there  has  been  a  surprising  lack  of  agreement  upon  the  main  facts 
that  affect  the  problem,  a  lack  of  agreement  that  can  be  due  to 
nothing  else  than  a  failure  to  make  that  careful  and  open-minded 
investigation  which  ought  to  precede  the  discussion  of  any  question 
of  public  policy. 

It  is  obvious  that  widely  varjdng  conclusions  can  be  reached  by 
equally  valid  argument  if  the  discussions  start  upon  a  different 
assumption  of  fact.  For  this  reason  it  is  often  the  practice  in  the 
trial  of  cases  at  law  for  the  opposing  attorneys  to  agree  upon  a 
statement  of  fact  in  order  that  the  discussion  may  be  confined 
entirely  to  a  question  of  law.  The  work  of  this  convention  would 
have  far  more  value  could  a  similar  procedure  have  been  followed 
here.  The  subject  imder  discussion  involves  questions  of  public 
policy  upon  which  there  would  be  a  sufficient  diversity  of  conclu- 
sion were  there  full  accord  upon  the  facts.  It  ought  no  longer  to  be 
necessary  to  challenge  conclusions,  the  only  foundation  for  which 
is  a  misapprehension  of  fact,  particularly  when  the  truth  can  be 
learned  by  anyone  who  takes  the  time  and  has  the  inclination  to 
discover  it.  Eight  years  of  close  association  with  the  water-power 
questions  of  the  western  states  have  convinced  me  that,  if  we  elinu- 

>  Read  before  the  Weitem  State*  Water  Power  Coaferenoe,  Saptember.  1915. 
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Date  from  consideration  those  who  will  cling  to  preconceived  opin- 
ions under  any  circumstances,  the  most  fruitful  cause  of  difference 
of  opinion  on  a  proper  public  policy  toward  water-power  develop- 
ment is  misunderstanding  of  the  actual  conditions  that  exist. 

The  statement  is  frequently  made  that  while  there  are  60,000,- 
000  of  water  horse-power  in  the  United  States,  but  6,000,000  have 
yet  been  developed,  and  that,  while  millions  of  tons  of  coal,  an 
expendable  resource,  are  being  annually  consumed  in  the  produc- 
tion of  steam-power,  90  per  cent  of  our  water-power,  chiefly  in  the 
western  states,  is  nmning  unused  to  the  sea,  while  all  that  would 
be  necessary  to  bring  about  the  substitution  of  water-power  for 
steam-power  and  to  check  the  appalling  waste  of  coal,  is  adequate 
federal  legislation. 

Whether  there  are,  in  fact,  60,000,000  water  horse-power  in  the 
United  States,  no  man  knows.  The  estimate  quoted  was  made 
some  years  ago  on  admittedly  inaccurate  data,  on  an  assumption  of 
mechanical  eflSciency  not  yet  attained,  and  for  a  distant  future 
when  the  cost  of  coal  would  make  steam-power  prohibitive.  How- 
ever this  may  be,  there  is  no  doubt  that  there  are,  particularly  in 
the  West,  large  amounts  of  undeveloped  water-power.  The  esti- 
mated development  of  6,000,000  horse-power  is  correct  if  the  pre* 
vious  rate  of  increase  has  been  maintained  since  the  last  census. 
Of  this  amount  about  one  third  is  used  directly  in  manufacturing; 
the  remaining  4,000,000  horse-power  are  used  in  the  generation  of 
electric  power.  The  steam-power  development  of  the  United 
States  is  about  28,000,000  horse-power,  of  which  18,000,000  is 
used  directly  in  manufacture  and  10,000,000  in  the  generation  of 
electric  power.  But  it  by  no  means  follows  that  if  the  public  do- 
main and  the  navigable  rivers  were  thrown  wide  open  to  private 
exploitation  that  water-power  would  or  could  entirely  displace 
steam  power.  Direct  water-power  could  not  be  substituted  for 
direct  steam-power  in  manufacturing  because  the  great  manufac- 
turing cities  have  no  water-powers.  In  so  far  as  substitution  takes 
place  it  must  come  through  the  medium  of  electric  transmission. 

Under  prevailing  practice  in  hydro-electric  systems,  the  steam 
installation  required  for  reserve  and  for  peak  load  service  is  50  per 
cent  or  more  of  the  water  installation.  Hence,  even  if  abundant 
water-power  were  available  within  economical  transmission  dis- 
tance from  all  our  markets,  and  all  our  industries  could  be  served 
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with  electric  power,  not  less  than  12,000,000  steam-power  would 
still  be  required.  But  the  water-power  is  not  so  available.  It  is 
absurd  to  assume  that  the  millions  of  undeveloped  water-power 
in  Oregon  and  Washington  can  displace  other  millions  of  steam- 
power  in  New  York  and  Pennsylvania,  at  least  until  the  time  when 
the  shadowy  dream  of  a  nation-wide  transmission  network  shall 
have  become  a  practical  reality.  Nor  can  much  nearer  sources  be 
utilized  under  present-day  conditions.  Although  possessing  hun- 
dreds of  thousands  of  horse-power  of  undeveloped  water  resources, 
entirely  free  from  any  possibility  of  federal  interference,  the  states 
of  New  York  and  Pennsylvania  have  an  aggregate  steam  installa- 
tion of  7,000,000  horse-power,  one  fourth  of  the  total  in  the  United 
States.  The  water-powers  of  western  Pennsylvania  and  of  northern 
New  York  cannot,  under  present  conditions,  be  developed  and  trans- 
mitted to  compete  with  steam-power  in  the  coal  fields  of  Pennsyl- 
vania or  at  tidewater  in  the  city  of  New  York.  The  whole  matter 
is  one  of  business  economics  which  no  form  of  legislation  short  of 
an  outright  subsidy  can  materially  alter. 

In  order  to  support  the  argument  against  governmental  control 
of  water-power  sites  on  the  public  lands,  the  statement  is  made 
again  and  again  that,  although  there  is  urgent  need  for  more  power, 
its  development  is  stagnant  in  the  western  states.  Volumes  of 
argmnent  have  been  based  on  this  unproved  and  unprovable  asser- 
tion. It  is  loudly  acclaimed  that  the  eastern  states,  unhami>ered  in 
the  development  of  their  water  powers  by  the  incubus  of  public 
land  ownership  have  far  outstripped  the  western  states,  and  the 
demand  is  made  that  the  federal  government  relinquish  its  control 
over  the  power  sites  on  its  lands  in  order  that  development  may 
proceed  in  the  West  as  it  has  in  the  East  under  the  stimulus  of 
private  ownership,  or  in  any  event  under  the  wiser  and,  of  course, 
more  lenient  administration  of  the  several  states. 

In  any  comparison  of  power  development  in  the  East  and  in 
the  West  it  should  not  be  forgotten  that  water-power  development 
began  in  the  East  more  than  a  hundred  years  ago  and  that  the 
aggregate  development  includes  hundreds,  if  not  thousands,  of 
small  water-powers  used  directly  in  manufacturing.  In  the  West, 
on  the  other  hand,  water-powers  have  been  developed  chiefly  in 
connection  with  the  electrical  industry  and  practically  all  the  devel- 
opment has  taken  place  within  the  last  twenty  years.     It  wovild. 
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therefore,  be  only  natural  to  expect  that  the  longer  established, 
more  thickly  settled  eastern  states,  engaged  so  extensively  in  manu- 
facturing, should  have  developed  their  electrical  industries  and 
their  water-power  resources  to  a  greater  degree  than  the  western 
states.  Yet  when  we  investigate,  we  find  that  the  actual  fact  is 
quite  the  contrary.  In  rapidity  of  development,  and  in  extent  of 
development  in  proportion  to  population,  the  western  states  have 
accomplished  more  in  twenty  years  than  the  eastern  states  in  a 
hundred  years. 

In  the  western  states — and  by  "western  states"  I  mean  the 
eleven  states  west  of  the  Kansas  boundary,  the  group  which  contains 
practically  all  of  the  remaining  public  land — the  amount  of  power 
used  in  the  generation  of  electricity  by  public  utility  corporations, 
street  railway  companies  and  mimicipalities  has  increased  in  the 
last  ten  years  alone  by  440  per  cent,  or  twice  as  fast  as  in 
the  remainder  of  the  United  States,  or  in  that  group  of  eastern 
states  which  includes  the  New  England,  Middle  Atlantic  and  South 
Atlantic  States.  In  proportion  to  population,  the  amount  of  power 
^rhich  is  used  for  these  purposes  is  two  and  one-half  times  as  much 
in  the  western  states  as  it  is  in  the  remainder  of  the  United  States, 
and  twice  as  much  as  it  is  in  the  eastern  states. 

If  we  consider  the  development  of  water-power  as  distinct  from 
all  other  power,  we  find  the  same  situation  existing.  While  the 
development  of  water-power  in  the  eastern  states  has  increased 
90  per  cent  in  the  last  ten  years,  it  increased  five  times  as  fast  in  the 
western  states,  or  450  per  cent,  more  than  doubling  each  five 
years.  Furthermore,  in  proportion  to  population,  four  times 
as  much  water-power  is  developed  and  used  in  the  western  states  as 
in  the  remainder  of  the  United  States,  and  nearly  three  times  as 
much  as  in  the  eastern  states.  These  figures  are  from  the  latest 
reports  of  the  Bureau  of  the  Census  and  are  not  subject  to  con- 
troversy. 

If  we  look  into  the  situation  in  more  detail  in  some  of  the 
western  states  we  may  learn  to  what  degree  and  for  what  reason 
there  is  stagnation  in  power  development,  if,  in  fact,  there  is  any 
foundation  whatever  for  the  statement.  The  power  plants  of 
public  utility  corporations  in  the  state  of  California  have  an  installa- 
tion of  1,000,000  horse-power.  The  sum  of  the  maximum  loads 
carried  by  the  individual  plants  in  1914  was  a  little  over  700,000 
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horse-power.  The  sum  of  the  simultaneous  peaks  on  the  several 
systems  probably  did  not  exceed  600,000  horse-power.  That 
means  that  the  state  of  California  had  a  reserve  in  excess  of  all 
demands  of  400,000  horse-power.  Of  course,  a  certain  amount  of 
reserve  for  emergency  and  to  anticipate  extensions  of  market  is 
necessary,  but  if  we  should  allow  for  even  a  60  per  cent  reserve 
there  would  still  be  left  a  surplus  of  100,000  horse^power.  It  would 
be  surprising,  indeed,  if  under  such  circumstances  there  was  any 
considerable  activity  in  power  development  at  the  present  time  in 
California.  The  state  of  California  needs  more  users,  not  more 
power.  A  similar  situation  exists  in  Oregon  and  Washington  and 
other  western  states.  New  plants  are  not  being  built  in  this  state 
because  the  output  of  existing  plants  cannot  be  sold.  Tens  of 
thousands  of  horse-power  in  the  Puget  Sound  district  and  in  eastern 
Washington  are  unused  because  even  at  the  exceptionally  low  figure 
at  which  the  power  has  been  o£fered,  there  are  no  takers.  There 
is  scarcely  a  power  center  of  consequence  in  the  western  states  that 
is  not  today  developed  ahead  of  the  available  market.  Owners  of 
power  plants  are  bending  their  efforts  to  dispose  of  the  power  they 
already  havQ,  rather  than  to  develop  new  plants  to  remain  unused. 

Another  common  statement  in  the  same  class  as  that  just  dis- 
cussed is  to  the  effect  that  whatever  development  takes  place  must 
be  on  privately  owned  land;  that  under  existing  laws  no  develop- 
ment is  being  made  or  can  be  made  on  the  public  land;  and  that 
he  who  would  engage  in  the  laudable  effort  of  developing  the  in- 
dustries, of  promoting  the  prosperity  and  of  furnishing  employment 
to  the  citizen  of  his  state  must  carefully  avoid  all  those  sites  and 
locations  which,  even  in  the  smallest  degree,  are  in  the  ownership 
and  control  of  the  federal  government. 

Of  the  1,800,000  horse-power  of  developed  water-power  in  the 
western  states,  60  per  cent  is  in  plants  constructed  in  whole  or  in 
part  on  the  National  Forests  and  operated  under  permit  from  the 
Department  of  Agriculture.  In  addition,  some  200,000  horse- 
power are  in  process  of  construction  and  over  a  million  horse-power 
more  are  under  permit  for  future  construction.  If  we  add  the 
plants  which  are  occupying  public  land  outside  of  the  National 
Forests  we  should  find  that  considerably  more  than  one-half  of  the 
developed  water-power  of  the  western  states  is  being  operated  on 
the  public  lands  under  permit  from  the  federal  government.     Nor 
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18  this  merely  past  history  which  recent  conditions  are  changing. 
The  Pacific  Light  and  Power  Ck>rporation  recently  completed  in 
Califomia  two  power  plants  with  an  aggregate  installation  of 
94,000  horse-power  as  the  initial  step  in  an  ultimate  development 
of  250,000  horse-power,  all  of  which  will  be  on  National  Forest 
land  and  is  now  under  permit.  The  Great  Western  Power  Company 
in  the  same  state  has  permits  for  developments  aggregating  300,000 
horse-power  on  the  Feather  River  and  is  making  development  as 
fast  as  the  additional  power  can  be  disposed  of.  The  Nevada- 
Califomia  Power  Company  has  four  plants  in  operation  on  the 
National  Forest,  will  complete  a  fifth  this  season,  and  will  begin  a 
sixth  next  year.  The  Portland  Railway,  Light  and  Power  Company 
is  operating  a  plant  on  the  Oregon  National  Forest  and  has  permits 
for  40,000  horse-power  more  which  it  proposes  to  develop  as  soon  as 
use  can  be  found  for  the  power.  Power  sites  of  nearly  100,000 
horse-power  on  the  Baker  and  Skagit  Rivers  in  Washington  are 
under  permit  to  the  Puget  Sound  Traction,  Light  and  Power  Com- 
pany to  be  developed  when  the  existing  surplus  is  disposed  of. 
And  so  I  might  go  on  indefinitely.  The  diflSculty  which  the  De- 
partment faces  is  not  to  find  applicants  for  power  sites,  but  to  check 
applications  to  a  number  which  it  is  reasonable  to  expect  will  be 
sufficient  to  satisfy  all  the  demands  of  the  near  future. 

The  statement  that  there  is  not  and  cannot  be  any  develop- 
ment under  existing  conditions  has  no  foundation  in  fact.  Such 
a  statement  must  either  spring  from  ignorance  of  the  facts  or  be 
bom  of  the  hope  that  constant  reiteration  will  finally  result  in 
popular  acceptance,  and  that  such  acceptance  will,  in  turn,  lead  to 
public  support  of  a  program  which  could  not  be  carried  if  the  facts 
were  known. 

If  we  disabuse  oiu*  minds  of  the  idea  that  under  any  conditions 
that  can  reasonably  be  foreseen  water-power  can,  within  this 
generation  at  least,  more  than  partially  displace  steam-power,  and 
that  in  such  displacement  as  does  take  place  acts  of  legislatures  and 
of  congresses  can  supersede  economic  laws;  if  we  know,  as  we  should 
know,  that  these  western  states  are  already  far  better  supplied  with 
power  than  any  other  section  of  the  country,  and  that  their  water- 
power  resources  have  been  developed  much  faster  and  further  than 
those  of  any  other  group  of  states,  until,  in  fact,  there  is  now  a  large 
surplus  of  unused  power;  and  if,  while  admitting  that  existing  laws 
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should  be  improved,  we  recognize,  what  any  fair  investigation 
would  force  us  to  recognize,  that  the  greater  part  of  the  water- 
power  development  of  the  West  has  been  made  on  the  public  land 
under  existing  law,  and  that  the  use  of  such  lands  is  constantly  in- 
creasing, limited  only  by  the  growth  of  markets;  if  we  start  with 
these  data  as  our  statement  of  fact,  we  shall  be  in  a  position  to 
discuss  intelligently  the  means  by  which  even  greater  development 
may  be  made  in  the  future,  and  need  not  be  stampeded,  as  some 
would  have  us  stampeded,  into  a  course  of  action  we  should  be 
certain  to  regret. 

In  considering  matters  of  legislation  it  should  be  recognized  at 
the  outset  that  the  public  as  consumers  of  power  are  interested  only 
in  securing  adequate  service  at  reasonable  rates.  Toward  these 
two  ends  all  legislation  should  be  directed,  and  no  measure  should 
become  law  which  does  not,  either  directly  or  indirectly  have  these 
purposes  in  view.  To  gain  these  ends  two  steps  are  essential: 
First,  to  provide  conditions,  as  far  as  legislation  can  provide  them, 
under  which  power  may  be  developed  at  reasonable  cost;  and, 
second,  when  so  developed  to  provide  the  means  for  obtaining  its 
sale  at  a  reasonable  price,  that  price  being  reasonable  which  allows 
just  so  much  return  to  capital,  and  no  more,  as  will  insure  the 
maintenance  of  an  adequate  supply. 

Of  all  the  elements  that  enter  into  the  cost  of  developing  a 
power  system,  the  only  one  that  can  be  altered  by  legislation  is 
the  cost  of  capital.  To  seciu^  cheap  capital  it  is  necessary  to  pro- 
tect the  investment  and  to  provide  the  conditions  under  which 
reasonable  returns  may  be  assured.  Certainty  of  tenure  for  a 
period  of  reasonable  length  is  a  prime  requisite  for  cheap  capital. 
The  main  defect  of  the  present  law  is  its  apparent  uncertainty  of 
tenure.  The  fear  is  expressed  that  somebody,  some  time,  may 
abuse  the  executive  discretion  that  appears  to  be  granted  in  the  law. 
Although  it  is  very  doubtful  if  any  action  not  justified  on  its  merits 
could  be  sustained  before  the  courts;  although  in  the  fourteen  years 
that  the  law  has  been  in  existence  no  attempt  has  ever  been  made  to 
dispossess  any  occupant  of  the  public  lands  or  to  stop  the  operation 
of  any  power  plant,  but  merely  to  require  compliance  with  the 
law,  or  to  secure  its  interpretation  by  the  courts;  and  although  for 
many  years  the  federal  departments  have  administered  the  law  as 
though  the  power  to  revoke  a  permit  save  for  just  cause  did  not 
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exist;  there  is  little  doubt  that  rates  of  interest  and  of  discount  are 
less  favorable  under  the  present  law  than  could  be  secured  under  a 
different  law.  Not,  therefore,  because  development  has  not  been 
made  or  will  not  be  mtfde  under  a  permit,  but  because  of  the  greater 
cost  of  capital,  is  it  advisable  to  provide  a  different  form  of  grant. 
The  revocable  permit  has  no  defenders.  The  Department  of 
Agriculture  has  for  years  advocated  a  law  which  would  give  it  the 
authority  to  issue  term  leases  which  could  be  vacated  only  by 
judicial  action  for  adequate  cause.  It  is  scarcely  to  be  doubted 
that  such  a  law  could  have  been  secured  years  ago  had  not  some  of 
those  who  have  declaimed  most  loudly  against  a  revocable  permit 
been  unwilling  to  accept  in  its  place  anything  less  than  an  outright 
grant  of  the  land,  preferring,  it  would  seem,  that  the  present  law 
should  remain  as  their  strongest  argiunent  against  any  form  of 
public  ownership  and  control  of  water-power  sites. 

As  a  substitute  for  the  revocable  permit  any  one  of  three  forms 
of  grant  might  be  made;  a  term  lease,  a  perpetual  easement,  or  a 
fee  simple  title.  Except  that  the  easement  could  be  canceled  if 
unused  and  would  revert  to  the  public  domain  if  abandoned,  there 
would  be  no  practical  difference  between  a  perpetual  easement 
and  a  patent.  Although  the  demand  that  title  be  given  has  dimin- 
ished as  the  probabiUty  of  securing  it  has  become  less,  there  are  even 
yet  some  who  advance  the  ingenuous  argument  that  such  a  pro- 
cedure would  lead  to  greater  power  development  and  under  com- 
mission regulation  of  rates  could  not  possibly  harm  the  consumer. 
It  is  doubtful  if  the  first  proposition  is  true;  it  is  certain  that  the 
second  is  not. 

No  development  of  consequence  can  be  handled  on  a  cash 
basis.  Stocks  must  be  issued  and  bonds  sold.  Credit  transactions 
require  either  business  security  or  property  security.  A  going 
concern  can  give  both.  A  new  enterprise,  unless  it  can  obtain  title 
to  the  land  or  certainty  of  tenure,  can  give  neither.  Hence  the  ease 
with  which  an  established  business  can  be  extended  as  compared 
with  the  promotion  of  a  new  enterprise.  This  explains  the  pro- 
moter's desire  to  obtain  title  in  order  that  he  may  have  the  potential 
value  of  the  power  site  as  property  security  for  his  financial  trans- 
actions. He  wishes  the  public  to  supply  his  credit.  All  this 
might  be  well  enough  if  every  such  enterprise  was  initiated  and 
conducted  in  a  bona  fide  effort  toward  development  and  if  the  effect 
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which  passing  of  title  would  have  on  subsequent  rate  regulation 
was  not  so  serious.  The  history  of  public  land  grants  forbids  the 
belief  that  power  sites  would  not  be  held  more  often  for  speculation 
than  for  development.  This  must  not  be  repeated  without  water- 
power  sites.  Present  development  would  be  blocked  except  at  the 
expense  of  buying  out  the  speculator  at  any  price  which  he  might 
fix. 

But  even  this  is  not  the  most  serious  result  which  would  follow. 
The  lands  thus  secured  would  increase  enormously  in  value,  and  on 
this  increased  value,  even  under  the  most  stringent  of  rate  regula- 
tion, the  public  would  be  required  to  pay  interest  and  profits  for- 
ever. One  need  only  to  examine  the  books  of  power  and  railroad 
corporations  to  see  how  often  by  transfer  after  transfer  from  the 
original  promoter  down  to  the  latest  owner  value  has  been  piled 
upon  value  to  the  limit  that  the  business  will  stand.  The  regu- 
lating body  can  deal  only  with  the  present  owner,  and  unless  invest- 
ment and  property  are  to  be  confiscated  must  permit  earnings  not 
only  upon  the  purchase  price  but  also  upon  any  increase  in  value 
that  may  have  taken  place  since  the  present  owner  came  into  pos- 
session. This  is  the  crux  of  the  whole  situation.  It  is  because  of 
their  desire  to  base  rates  upon  this  speculative  increase  in  land 
values  over  and  above  a  reasonable  return  upon  the  necessary  and 
legitimate  investment  that  certain  representatives  of  water-power 
interests  have  so  insistently  and  persistently  advocated  private 
ownership  of  public  power  sites.  Nothing  can  prevent  this  except 
the  retention  of  the  sites  in  public  ownership,  and  no  other  course 
should  be  considered  for  a  moment. 

All  the  protection  that  capital  needs,  all  the  capital  that  devel- 
opment requires  can  be  obtained  under  a  proper  leasing  system. 
All  leases  should  be  for  a  fixed  term,  probably  not  less  than  fifty 
years,  in  order  that  full  opportunity  may  be  given  to  realize  upon 
the  investment.  The  leases  should  be  renewable  to  the  holder  upon 
expiration  except  only  in  the  event  that  the  federal  government,  the 
state  or  a  municipality  should  wish  to  take  over  the  properties  for 
the  purpose  of  ownership  and  operation,  and  if  so  taken  over  the 
lessee  should  be  paid  back  his  investment,  less  depreciation  paid  out 
of  earnings  and  sinking  funds  accruing  from  earnings. 

The  leases  should  be  unalterable  for  their  term,  should  contain 
every  condition  binding  upon  the  lessee,  and  after  investment  haa 
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been  made,  should  be  subject  to  cancellation  only  upon  failure  to 
comply  with  the  express  terms  of  the  lease  and  by  action  instituted 
in  appropriate  courts,  and  even  then  only  when  the  breach  is  of  such 
a  nature  that  it  cannot  be  remedied  by  an  action  to  compel  specific 
performance.  No  one  can  hon^tly  say  that  with  such  a  form  of 
teniure  coupled  with  reasonable  conditions  of  occupancy,  there 
will  be  any  difficulty  in  securing  upon  favorable  terms  all  the  capital 
that  the  necessities  of  the  western  states  require. 

Much  has  been  said  on  the  question  of  rental  charges  for 
power  sites  and  many  strange  economic  theories  have  been  advanced 
concerning  the  relation  between  such  rental  charges  and  the  rates 
which  consinners  must  pay  for  their  power.  It  goes  without  saying 
that  a  rental  charge,  as  well  as  every  other  charge  of  whatever  source 
or  nature  made  upon  a  pubUc  utility,  is  paid  by  the  public  in  rates, 
for  the  simple  reason  that  a  public  utility,  as  such,  has  no  other 
source  of  revenue.  But  it  by  no  means  follows  that  the  payment 
of  every  rental  charge  must  mean  an  increase  in  prices  to  the  con- 
sumer. The  rates  of  a  public  utility  corporation  are  not  adjusted 
to  such  a  hair-trigger  nicety.  No  one  would  have  the  temerity  to 
argue  that  an  increase  of  a  few  thousand  dollars  in  the  taxes  paid 
by  the  Portland  railways  company  would  result  in  an  increase  in 
street-railway  fares,  or  that  a  corresponding  reduction  would  be 
followed  by  reduced  fares. 

It  is  advisable  to  charge  a  minimum  rental  in  all  cases  to  cover 
administrative  costs.  Such  an  amount  would  be  far  too  small  to 
appear  in  rates  to  consumers.  With  regard  to  higher  rentals  than 
this  it  should  be  established  as  a  general  principle  that  no  additional 
rate  should  be  charged  which  would  have  the  effect  either  of  increas- 
ing prices  to  consumers  or  of  reducing  the  earnings  of  the  public 
utility  below  a  thoroughly  adequate  return. 

Kate  and  service  regulation  has  an  important  bearing  on  the 
question  of  securing  cheap  capital  for  power  development.  Regula- 
tion is  necessary  for  public  protection,  but  unless  intelligently 
exercised  may  defeat  its  own  ends.  It  is  better  to  err  on  the  side 
of  too  great  than  of  too  little  return,  and  to  readjust  rates  at  def- 
inite periods  of  several  years  interval  rather  than  by  a  continuous 
process,  otherwise  the  only  incentive  to  improved  methods  and  to 
economy  of  operation  is  taken  away.  Such  matters,  however,  are 
without  the  province  of  federal  legislation  or  administration.    The 
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states  have  the  powers  of  regulation  and  most  of  them  are  exer- 
cising it.  Duplication  by  the  federal  government  would  be  both 
unnecessary  and  unwise.  Only  for  clearly  emergency  cases  where 
a  state  had  not  provided  itself  with  the  means  of  regulation  would 
I  reserve  a  right  of  action  under  a  federal  lease.  Failure  to  regulate 
rates  and  service  today  does  not  prevent  the  full  exercise  of  the 
right  tomorrow,  or  have  any  bearing  on  future  action,  but  if  the 
essential  of  ownership  is  once  lost  it  is  lost  beyond  recovery. 

To  my  mind  there  is  a  clear  differentiation  between  the  func- 
tions of  the  federal  and  the  state  governments  in  the  matter  of 
power  development  and  use;  to  the  former  the  maintenance  of 
public  ownership  and  the  administration  of  the  use  of  the  land ;  to 
the  latter  the  regulation  of  rates  and  service  and  issuance  of  secu- 
rities. But  you  have  been  told  that  there  is  an  irreconcilable  con- 
flict between  the  nation  and  the  states  because  the  former  claims 
to  own  the  land  and  the  latter  claims  to  own  the  water,  and  power 
cannot  be  developed  without  the  use  of  both.  Many  a  ponderous 
legal  argiunent  has  been  woven  around  this  question  of  water  rights. 
The  subject  may  be  interesting  as  a  matter  for  academic  discussion, 
but  when  all  is  said  and  done,  nobody  knows  what  the  final  decision 
will  be,  and  no  one  who  is  chiefly  concerned  in  securing  practical 
results,  cares.  As  far  as  the  National  Forests  are  concerned,  the 
Department  of  Agriculture  has  solved  the  matter  with  mutual 
satisfaction  in  the  states  of  California  and  Oregon,  where  under 
written  agreement  with  the  state  oflScials  all  matters  affecting 
power  development  are  handled  by  cooperative  and  concurrent 
action.  The  Department  would  be  glad  to  take  similar  action  in 
any  other  state. 

It  is  believed  that  the  program  of  legislation  which  has  been 
outlined  will  clear  away  any  real  obstacles,  if  such  exist,  to  power 
development  in  the  western  states.  It  is  believed  that  such  a 
program  is  all  that  capital  can  reasonably  ask  and  all  that  the  public 
interest  requires.  It  is  believed  that  if  all  those  who  are  engaged 
in  power  development  will  cease  contending  for  the  impossible 
goal  of  private  ownership  and  are  really  desirous  of  arriving  at  a 
practical  working  solution,  such  solution  can  be  had,  and  to  it  the 
Department  of  Agriculture  will  give  full  support. 
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SHALL  THE  GOVERNMENT  REGULATE  THE  SALE  OF 

SECURITIES? 

By  Hastings  Lton, 
Member  of  the  New  Yoric  Bar. 

As  an  expression  of  personal  opinion  this  chapter,  written  for 
the  special  issue  of  The  Annals,  could  be  made  shorter  than  the 
famous  chapter  "On  the  Snakes  of  Ireland"  in  the  old  history  and 
description  of  that  country  which  contained  only  the  statement 
"There  are  no  snakes  in  Ireland."     On  that  literary  method  this 
chapter  would  consist  of  the  single  word  "No."    Though  the 
ancient  historian  thought  his  treatment  adequate,  presumably  if  he 
had  written  for    Tfie  Annals,  the  members  of  the  Academy  of 
Political  and  Social  Science  would  not  feel  that  he  had  suflBciently 
considered  his  subject  unless  he  had  given  some  statement  of  the 
services  of  Saint  Patricia  and  shown  that  a  large  indulgence  in 
alcoholic  liquor  need  not  hold  the  same  terror  for  an  Irishman  in 
his  native  land  as  for  a  man  in  some  coimtry  less  fortunate  in  respect 
to  snakes.    So  this  chapter  will  defend  the  thesis,  which  expresses 
a  personal  belief,  that  the  government  should  not  regulate  the  sale 
of  securities. 

Such  a  statement  is  not  intended  to  include  the  regulation  for 
rate-making  purposes  of  the  issuance  and  sale  by  public  service 
corporations  of  their  securities.  It  is  the  primary  intention  of  such 
regulation  to  protect  the  interests  of  the  user  of  the  service  of  the 
corporation  and  see  that  he  gets  as  much  as  possible  for  his  money. 
It  may  not  be  amiss,  however,  to  express  an  opinion  that  even  this 
regulation  cannot  do  much  toward  the  accomplishment  of  its 
purpose.  Our  discussion  here  has  in  mind  a  regulation  of  the  sale 
of  securities  for  the  purpose  of  protecting  the  interests  of  the  people 
who  purchase  them,  not  the  people  who  consume  the  product  of 
the  enterprise  the  securities  are  issued  to  finance.  Nevertheless, 
oiu*  title  does  not  limit  the  scope  of  the  discussion  by  including  the 
word  ''industrial"  to  make  it  read  "Should  the  government  regulate 
the  sale  of  the  securities  of  industrial  corporations?"  The  ordinary 
scope  of  the  regulation  of  the  issuance  and  sale  of  public  service 
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corporation  securities  stops  with  the  sale  of  the  securities  by  the 
issuing  corporation.  A  public  service  commission  is  not  concerned 
with  any  further  transactions  in  the  securities.  They  may  even  be 
fraudulent,  yet  in  no  way  concern  the  public  service  conmiission. 

To  keep  within  reasonable  limits,  this  discussion  cannot  in  any 
way  concern  itself  with  government  regulation  of  such  public  mar- 
kets for  securities  as  the  stock  exchanges.  That  is  a  sufficient 
subject  for  separate  treatment.  With  this  introductory  word 
enough  has  been  said  to  indicate  the  scope  of  our  inquiry. 

If  government  regulation  of  the  sale  of  securities  were  desir- 
able in  itself,  the  duality  and  multipUcity  of  jiuisdictions  inherent 
in  our  form  of  government  increase  enormously  the  difficulty  of 
such  regulation.  Probably  the  form  of  our  government  does  not 
add  any  more  to  the  difficulties  of  legislation  on  this  subject  than 
on  any  other  economic  matter. 

Duality  of  jurisdiction,  everjrwhere  the  federal  and  the  state 
government  over  the  same  area,  and  multiplicity  of  jiuisdiction, 
the  many  state  governments  within  what  may  be  called  a  single 
economic  area,  make  much  of  our  economic  legislation  at  the  same 
time  irksome  and  inefficient.  However  admirable  the  division  of 
powers  between  our  federal  and  state  governments  at  the  time  of  the 
adoption  of  our  constitution,  and  however  really  separate  then  the 
subjects  of  federal  and  state  jurisdiction,  economic  development 
has  now  so  blurred  many  of  the  lines  that  they  are  practically 
indistinguishable.  In  many  arenas  government  with  us  is  in  the 
position  of  a  gladiator  entangled  in  the  meshes  of  a  net  woven  of  the 
intricate  situations  brought  about  by  dual  and  multiple  jurisdiction. 
As  a  people  we  do  not  generally  know  what  this  ailment  is  we  are 
suffering  from,  or  indeed,  that  we  are  suffering  from  any  ailment  at 
all.  Business  men  whose  affairs  extend  over  many  states  are  dimly 
conscious  that  something  is  the  matter.  Lawyers  whose  occupa- 
tion consists  of  piloting  the  affairs  of  these  business  men  through  the 
channel  of  a  legal  passage  find  the  work  imposes  too  much  of  a 
strain  to  give  them  any  opportunity  to  consider  how  the  harbor 
might  be  cleared. 

This  discussion  must  not  get  too  far  away  from  the  subject 
assigned.  It  would  be  easy  to  get  lost  in  the  forest  of  difficulties 
which  our  form  of  government  has  grown.  This  chapter  must  con- 
fine itself  especially  to  those  which  grow  in  the  path  of  government 
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regulation  of  the  sale  of  securities.  Some  of  our  courts  have  de- 
cided that  securities  are  subjects  of  commerce  and  that  therefore 
when  they  enter  into  a  transaction  that  covers  more  than  one  state 
they  are  subjects  of  interstate  conmierce.  If  that  is  so,  and  it 
seems  so  reasonable  a  conclusion  as  to  be  ultimately  sustained,  then 
any  regulation  by  the  states  must  not  violate  the  rights  of  interstate 
commerce. 

If  the  question  be  one  of  regulation  by  the  federal  government, 
it  is  diflScult  to  see  how  that  government  can  procure  any  jurisdic- 
tion except  through  its  right  to  regulate  interstate  commerce  and 
its  control  of  the  mails.  On  this  assumption  such  transactions  as 
do  not  constitute  interstate  commerce  or  do  not  utilize  the  mails 
are  outside  of  its  power  to  regulate.  Even  for  the  federal  govern- 
ment to  utilize  its  control  of  the  mails  to  regulate  transactions  which 
are  not  interstate  commerce,  in  the  absence  of  fraud,  which  the 
postal  act,  with  the  imanimous  approval  of  everybody  but  the 
fraudulently  minded,  already  provides  for,  would  seem  an  altogether 
luiwarranted  stretching  of  the  spirit  of  the  constitution.  It  is  true 
that  such  a  strain'  has  been  proposed  from  some  quarters  for  the 
purpose  of  giving  the  federal  government  a  power  over  the  stock 
exchanges,  but  it  would  seem  an  essential  violence  to  constitutional 
function.  Apparently  regulation  cannot  be  even  reasonably  com- 
plete unless  both  federal  and  state  governments  take  a  hand  at  it, 
and  come  to  some  proper  division  of  it. 

The  federal  government  has  been  suflBciently  reticent  with 
regulation  and  has  contented  itself  with  the  simple  provision  in  the 
postal  act  against  using  the  mails  for  fraudulent  purposes.  Under 
this  briefest  of  legislative  expressions  it  has  done  yeoman's  service 
in  protecting  the  unwary  against  the  criminal.  But  this  provision 
does  not  bestow  on  the  federal  government  any  more  power  than 
every  state  possesses  without  any  legislation  at  all.  We  have  had 
so  many  state  enactments  purposing  to  go  further  than  this  that  if 
Mr.  Average  Citizen  realized  how  many  there  are  and  how  far  they 
go  he  should  grunt  with  content  in  the  knowledge  of  the  assurance 
the  state  gives  him  that  there  will  be  no  lemon  among  the  hand- 
picked  golden  apples  which  pass  the  state  inspection  of  securities 
presented  for  his  consumption. 

Let  us  make,  however,  the  too  large  assumption  that  govern- 
ment regulation  of  the  sale  of  securities  may  be  feasible,  so  far  as  the 
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ability  to  regulate  is  concerned,  and  consider  whether  such  regula- 
tion is  desirable.  Laymen  who  advocate  it  are  rather  likely  to 
point  to  pure  food  laws  as  an  analogy.  They  quite  overlook  the 
fact  that  pure  food  laws  are  essentially  laws  against  misrepresenta- 
tion, and  do  not  prevent  the  dealing  in  a  commodity  provided  it  is 
not  represented  as  good  for  food.  Meat  may  have  reached  a  point 
where  it  is  not  a  healthful  food.  That  does  not  prevent  it  from  be- 
ing sold  to  a  fertilizer  factory. 

Every  purchase  of  a  security  involves  two  things,  it  is  a  commit- 
ment of  capital  and  an  assumption  of  risk.  Every  income  return 
promised  or  expected  from  a  security  involves  the  reward  to  which 
a  man  is  entitled  for  the  benefit  he  confers  in  the  accumulation  of 
capital  and  a  premium  for  the  assumption  of  risk  in  committing 
his  capital  to  the  special  use.  It  must  always  be  borne  in  mind,  too, 
that  a  limitation  on  the  right  to  sell  involved  in  any  regulation  of 
the  sale  of  securities  that  would  forbid  the  sale  of  any  particular 
securities  is  also  a  limitation  on  the  right  to  buy.  Very  likely  it 
would  be  a  good  thing  for  society  if  the  running  of  some  risks  could 
be  prevented.  Undoubtedly  society  suffers  grav6  losses  to  its  capi- 
tal fund  through  the  assumption  of  risks  in  which  the  probability 
of  profit  is  not  commensurate  with  the  possibility  of  disaster.  But 
any  argument  for  a  regulation  of  the  sale  of  securities  based  on  that 
premise  could  not  logically  stop  short  of  an  advocacy  of  a  regula- 
tion of  the  assumption  of  risk  in  general.  Such  a  regulation  would 
have  to  investigate  the  intention  of  a  farmer  to  withdraw  his  savings 
bank  account  to  expend  in  boring  for  oil  on  his  farm,  or  even  to 
expend  in  draining  or  irrigating  some  part  of  it.  Obviously  nothing 
of  the  kind  can  be  done  without  limiting  the  entire  scope  of  the  free- 
dom of  individual  action. 

So,  as  a  first  conclusion  drawn  about  the  desirability  of  govern- 
ment regulation  of  the  sale  of  securities,  it  may  be  stated  that  any 
regulation  directed  generally  to  limiting  the  amount  of  risk  which 
may  be  offered  with  an  offer  to  sell  securities  is  not  socially  expedient. 
Indeed  it  would  run  directly  counter  to  our  constitutional  guaranties 
of  freedom  of  contract.  Nevertheless,  nearly  all  of  our  multi- 
tudinous legislation  on  the  subject  during  the  past  few  years  has 
been  directed  towards  this  end. 

In  spite  of  what  has  just  been  said  we  do  have  and  always  have 
had  some  regulation  of  the  assumption  of  risk.    It  has,  however, 
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in  the  past  always  been  directed  to  the  buyer  rather  than  to  the 
seller.  This  statement  refers  to  investments  made  in  an  essentially 
fiduciary  capacity.  The  investments  which  trustees,  banks,  in- 
surance companies  and  the  like  may  make  are  often  strictly  and 
specifically  limited  in  the  character  of  risks  that  may  be  assumed. 
But  that  the  state  should  attempt  to  step  in  between  two  people, 
a  seller  acting  without  fraud  and  a  buyer  compos  mentis  acting  on 
his  own  behalf  and  say  that  a  bargain  shall  not  be  consummated  is 
not  short  of  amazing.  That  it  has  been  so  widely  attempted  shows 
with  what  a  reckless  debonair  lack  of  taking  thought  we  legislate. 

It  is  urged  that  the  buyer  and  seller  of  securities  do  not  meet 
on  equal  ground,  that  in  the  nature  of  the  situation  the  buyer  is 
often  and  perhaps  generally  not  qualified  to  judge  of  his  bargain. 
But  that  observation  cannot  be  confined  to  the  buyer  and  seller  of 
securities.  It  may  be  equally  true  of  the  buyer  and  seller  of  a  suit  of 
clothes,  of  an  automobile,  of  a  house  and  lot,  of  a  painting,  of  anything 
which  may  be  a  subject  of  the  transaction  of  purchase  and  sale. 

If  from  any  possible  purpose  of  government  regulation  of  the 
sale  of  securities  we  exclude  any  limitation  of  the  amount  of  risk 
which  may  be  offered,  what  other  purpose  may  government  regula- 
tion have?    It  may  look  to  the  prevention  of  fraud.     Is  there  any 
way  in  which  it  can  so  regulate  the  sale  of  securities  as  to  prevent 
fraud  before  it  is  prepared  to  assert  in  a  particular  case  that  the 
fraudulent  intent  exists?     If  it  waits  to  punish  the  fraud  after  it  is 
committed,  or,  as  in  the  case  of  the  federal  government  in  the  use 
of  the  mails,  watches  some  person  imder  suspicion  and  waits  until 
it  can  prove  fraudulent  intent,  which  practically  it  cannot  prove 
until  fraud  is  committed,  then  much  injury  is  irreparably  done  be- 
fore further  injury  is  stopped.     Most  of  the  regulatory  legislation 
which  has  been  passed  has  looked  to  some  form  of  inspection  of  the 
security  before  it  is  offered  for  sale.     This  argument  has  taken  the 
ground  that  the  government  ought  not  to  prevent  a  transaction  un- 
less there  is  a  fraudulent  intent  on  the  part  of  the  vendor.    Without 
considering  constitutional  difficulties,  should  every  transaction  be 
held  up  until  the  government  can  determine  the  absence  of  intent 
to  defraud?     That  would  essentially  make  a  presumption  of  guilt 
until  innocence  were  proved.     Besides,  entirely  disregarding  ques- 
tions of  the  right  or  wrong  of  such  a  procedure,  it  is  utterly  imprac- 
ticable.    Consider  the  long  legal  process  necessary  to  determine 
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fraud  after  it  has  been  committed.  It  would  certainly  not  be  any 
easier  to  determine  intent  before  a  transaction  than  after.  Any- 
thing less  than  this  care  applied  to  the  determination  of  the  facts 
before  the  transaction  can  hardly  be  contemplated  as  a  proper  safe- 
guarding of  the  interests  of  the  parties.  Imagine  the  state  holding 
up  every  man  as  he  emerges  from  his  house  and  attempting  to  deter- 
mine that  he  has  nothing  but  a  peaceful  intent  in  walking  abroad. 
That  would  be  hardly  more  absurd  than  the  attempt  to  hold  up  all 
transactions  in  securities  until  the  government  could  establish  to  its 
satisfaction  that  they  are  to  be  ojGTered  for  sale  with  only  a  good  in- 
tent. 

Government  regulation  might  look  to  compelling  a  full  dis- 
closure of  the  facts.  But  just  what  would  this  mean?  There  are 
multitudes  of  transactions  in  which  the  facts  are  just  as  well  known 
to  one  party  as  to  the  other,  or  are  just  as  available  to  one  party  as 
to  the  other.  It  is  in  the  nature  of  the  business  done  that  multi- 
tudes of  transactions  take  place  so  quickly  that  there  is  no  time  to 
say  more  than  **ojBfered  at"  by  the  seller  and  "taken"  by  the  buyer. 
The  existence  of  a  quick  market  for  certain  of  our  securities  is  one 
of  the  most  important  facts  of  the  financial  aspect  of  our  modem 
economic  life.  If  every  seller  were  compelled  by  statute  to  make  a 
full  disclosure  of  all  the  facts,  of  the  properties,  the  income  account, 
the  balance  sheet  of  the  issuing  corporation,  and  a  hundred  other 
matters  that  comprise  the  **  facts,"  such  a  market  would  be  impos- 
sible. In  a  large  proportion  of  all  transactions  in  securities  it  would 
be  as  absurd  to  compel  this  disclosure  as  to  compel  a  man  who  is 
making  a  sale  of  so  many  bushels  of  wheat  of  a  certain  grade  to  make 
a  statement,  a  ''disclosure"  of  the  chemical  analysis,  the  specific 
gravity  of  that  wheat,  where  it  was  grown,  and  by  whom.  Imagine 
one  broker  in  the  process  of  making  a  sale  playing  the  part  of  the 
Ancient  Mariner  and  with  his  glittering  eye  holding  the  attention  of 
the  other  broker  and  insisting  on  making  a  full  disclosure  of  all  the 
facts.  This  situation  is  not  limited  to  transactions  on  the  stock 
exchange.  It  is  a  well-known  fact  that  of  the  bond  issues  listed  on 
the  New  York  Stock  Exchange  only  a  small  proportion  of  the  sales 
are  made  on  the  exchange.  Many  issues  not  listed  enjoy  as  active 
or  almost  as  active  a  market  as  the  listed  issues.  Activity  of  dealings 
grades  oS  gradually  and  does  not  show  any  clearly  defined  line 
between  active  and  inactive  securities. 
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Even  with  the  most  inactive  security  it  would  be  impossible 
in  most  cases  for  the  vendor  to  comply  with  a  requirement  that  any 
specified  set  of  facts  be  furnished.  A  jurisdiction  having  control 
over  the  issuing  corporation  might  compel  it  on  its  sale  of  its  own 
securities  to  disclose  a  required  set  of  facts.  Once  the  securities 
pass  into  the  hands  of  the  purchaser,  however,  he  cannot  compel 
the  corporation  to  furnish  him  with  the  facts  in  order  that  he  may 
disclose  them  on  a  resale.  Even  if  he  is  the  first  purchaser  from  the 
corporation  and  received  a  full  "disclosure"  from  the  corporation  at 
the  time  he  made  his  purchase,  as,  say,  the  banker  who  bought  the 
securities  for  resale,  the  ** facts''  he  had  from  the  corporation  are 
obsolete  a  year,  or,  it  may  be,  even  a  day  after  he  made  the  pur- 
chase. Suppose  a  disastrous  fire  happened  the  day  after  the  pur- 
chase, and  the  buyer  cannot  discover  the  extent  of  the  damage  it  will 
cause  to  the  business,  what  value  have  the  "facts"  in  his  possession. 

Still  considering  the  idea  of  publicity,  suppose  the  legislation 
compelling  it  foresaw  this  diflBculty  of  the  purchaser,  and  to  enable 
him  to  make  the  required  disclosiu'e  it  gave  him  the  right  to  require 
the  corporation  to  disclose  to  him  the  stipulated  facts.  Then  what 
shall  the  "facts"  be?  The  most  recent  annual  statement?  But 
that,  as  we  have  seen,  may  in  any  given  case  be  obsolete  the  day 
after  it  is  issued.  Shall  the  corporation  be  required  to  issue  a  new 
report  at  the  request  of  any  security  owner,  who  will,  perforce,  be 
obliged  to  make  the  request  before  he  can  ejGTect  a  sale?  That  is 
reduciio  ad  absurdum. 

Even  this  situation  does  not  present  the  greatest  diflBculty.  The 
absolutely  insurmountable  diflBculty  Ues  in  the  fact  that  the  state 
which  has  jurisdiction  over  the  sale  may  not  have  any  jurisdiction 
at  all  over  the  corporation  whose  securities  are  the  subject  of  the 
sale.  If  the  legislation  kept  within  the  limits  of  its  power  and  ap- 
pUed  only  to  corporations  within  the  jurisdiction,  it  would  obviously 
be  imavailing  against  the  get-rich-quick  scheme.  If,  on  the  other 
hand,  it  appUed  to  all  transactions,  and  the  owner  of  securities, 
compelled  to  make  disclosures  of  specified  facts,  were  left  to  get  the 
facts  as  best  he  might,  he  could  not  sell  unless  he  got  them,  and 
ordinarily  would  not  be  able  to  sell  at  all  securities  of  corporations 
outside  the  jurisdiction.  Disregarding  the  constitutional  diflBculties 
of  this  situation,  the  interference  with  interstate  commerce,  free- 
dom of  contract  and  other,  any  such  situation  would  result  in  an 
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immediate  restriction  of  all  transactions  in  securities  to  those  secu- 
rities originating  within  the  jurisdiction.  This  would  choke  the 
channels  through  which  capital  flows  from  those  communities  which 
relatively  have  a  surplus  to  those  which  relatively  are  deficient, 
and  take  the  Ufe  out  of  the  coimtry's  economic  development.  Or, 
what  would  really  happen,  as  happens  to  so  much  of  our  ill-advised 
legislation  with  such  unhappy  results  to  our  political  morality,  the 
statutes  would  become  dead  letters,  one  more  accretion  from  one 
more  flood  of  endeavor,  honestly  intended,  or,  at  least,  largely  so, 
but  unintelUgently  considered,  to  cure  a  social  ill  by  the  applying 
of  ink  to  paper  through  vote  of  a  legislature  and  binding  it  in  a 
statute  book. 

A  requirement  of  publicity  of  facts  about  the  issuing  corpora- 
tion on  the  sale  of  its  securities  can  avail  little  unless  the  purchaser 
wants  the  facts.  Very  largely  he  does  not  want  the  facts.  He 
prefers  to  hold  some  one  morally  responsible  for  the  safety  of  his 
investment  rather  than  to  exercise  his  own  judgment  on  the  merits 
of  the  security.  Often  his  judgment  of  the  moral  risk  is  decidedly 
bad,  and  often  he  is  willing  to  assume  moral  risks  greater  than  any 
investment  risk  he  would  be  willing  to  assume.  Thinking  is  hard 
work,  and  learning  something  about  corporation  finance  and  prin- 
ciples of  investment  involves  more  thinking  than  many  people  are 
willing  to  give  to  the  care  of  their  savings. 

The  fact  is  we  cannot  make  people  cautious  by  statute  any 
more  than  we  can  make  them  thrifty  by  statute.  It  is  of  no  avail 
to  compel  complete  disclosure  unless  we  can  compel  the  purchaser  to 
give  some  consideration  to  the  disclosure.  Enforcement  of  sump- 
tuary laws  compelling  thrift  would  be  as  a  mere  leading  of  a  donkey 
to  water  compared  with  which  an  enforcement  of  laws  looking 
towards  compulsory  caution  would  be  like  making  the  proverbial 
donkey  drink.  In  the  judgment  of  risks  the  most  skilled  and  astute 
make  mistakes.  We  cannot  hope  to  prevent  losses  through  regula- 
tion of  the  sale  of  securities.  The  extent  of  which  losses  might  be 
diminished  would  be  more  than  offset,  even  in  the  mildest  regula- 
tion, by  greater  losses  imposed  through  the  restriction  of  business. 
Certainly  under  our  form  of  government  we  cannot  do  better  than 
leave  the  matter  to  the  old  criminal  and  civil  liability  for  fraud. 
It  is  hard  to  discover  that  the  numerous  enactments  during  the 
past  few  years  have  in  the  least  benefited  the  community. 
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THE  WORK  OF  THE    FEDERAL  BUREAU  OF  LABOR 

STATISTICS  IN  ITS  RELATION  TO  THE  BUSINESS 

OF  THE  COUNTRY 

By  RoYAii  MeekeR; 
United  States  Commissioner  of  Labor  Statistics. 

The  Federal  Bureau  of  Labor  Statistics  is  generally  thought 
of  as  a  governmental  agency  endowed  with  purely  inquisitorial 
functions  which  enable  it  to  pry  into  employers'  payrolls  and  do 
certain  other  rather  disagreeable  things.  The  statistical  output  of 
the  Bureau  is  not  usually  thought  of  as  especially  helpful  to  business. 
At  times  employers  have  even  refused  to  codperate  with  the  Bureau 
in  making  investigations,  on  the  ground  that  business  would  be 
injured  by  publishing  the  information  sought.  In  almost  every 
instance,  however,  such  opposition  on  the  part  of  employers  has 
disapp>eared  when  the  studies  which  had  been  considered  objection- 
able have  appeared  in  print. 

In  general  it  can  be  maintained  that  the  publications  issued  by 
the  bureau,  now  known  as  the  Bureau  of  Labor  Statistics,  although 
intended  primarily  to  inform  the  public  of  labor  conditions,  regard- 
less of  the  effect  upon  business,  have  aided  business  immeasurably 
by  showing  that  th^  employer  who  deals  justly  with  his  workers 
can  produce  better  goods  and  services  at  lower  prices  than  the 
employer  who  depends  for  his  profits  upon  low  wages,  long  hours, 
and  bad  working  conditions.  While  much  has  been  done  by  the 
Bureau  of  Labor  Statistics  in  the  past  to  instruct  both  employers 
and  employees  in  the  science  and  art  of  co6peration,  which  confers 
benefits  upon  both,  vastly  more  remains  yet  to  be  done  along  that 
line. 

Since  taking  charge  of  the  Bureau  of  Labor  Statistics  it  has 
been  and  will  continue  to  be  nay  earnest  endeavor  to  win  the  codpera- 
tion  of  employers  in  our  investigations  with  the  view  of  making 
our  studies  more  helpful  to  them  and  at  the  same  time  making  these 
studies  more  useful  to  the  public.  There  are  hundreds  of  methods 
and  practices  outside  the  realm  of  trade  secrets,  which  are  in  use  by 
the  most  successful  employers,  which  make  for  greater  factory 
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efficiency,  greater  contentment  among  workers,  greater  spirit  of 
co6peration,  fewer  labor  disputes,  and  consequently  greater  econo- 
mies in  production.  With  all  the  improvements  introduced  in 
industry,  it  still  remains  true  that  in  all  except  a  very  few  of  the 
most  up-to-the-minute  and  forward-looking  establishments,  in- 
dustry is  still  carried  on  by  the  old  haphazard  rule-of-thumb  methods 
as  regards  dealing  with  labor  and  the  theory  and  practice  of  account- 
ancy of  labor  costs.  American  employers  in  some  industries  have 
to  a  limited  extent  standardized  shop  practices  in  the  treatment  of 
machines,  tools,  raw  materials,  and  finished  products.  The  ac- 
countancy department  is  requiring  of  factory  and  department 
managers  a  full  accounting  of  material  things  to  the  last  item  in  the 
regularly  recurring  Day  of  Judgment  when  the  goat-managers  are 
separated  from  the  sheep-managers.  These  periodical  days  of 
reckoning  have  a  terrifying  but  wholesome  influence  upon  man- 
agers in  their  dealing  with  the  material  agents  of  production.  They 
tend  to  have  an  equally  terrifying  but  unwholesome  influence  upon 
the  managers*  relations  with  the  human  beings  who  labor  with  these 
material  agents.  With  comparatively  few  exceptions,  where  at- 
tempts have  been  made  to  keep  records  of  labor  costs,  the  worker 
has  been  treated  in  a  most  unintelligent  manner.  A  study  of  the 
systems  of '^hiring  and  firing"  in  use  almost  universally  indicates  that 
managers  generally  seem  to  regard  the  workman  as  a  peculiar  kind 
of  peripatetic  machine  which  installs  and  removes  itself  when  and 
where  needed  without  cost  to  the  employer,  needs  no  oil  or  attention, 
and  scarcely  ever  is  worth  conserving  or  safeguarding  because  so 
easily  replaceable  when  broken  or  worn  out.  This  is  a  severe  indict- 
naent  of  the  methods  of  most  employers  in  dealing  with  labor,  but 
it  is  made  with  deliberation  after  carefully  weighing  the  facts.  A 
knowledge  of  the  facts  must  force  an  impartially-minded  person  to 
exactly  this  conclusion.  How  else  can  the  perfectly  torrential 
flow  of  labor  through  shop  and  factory  be  explained?  How  else  can 
be  explained  the  almost  universal  lack  of  any  adequate  system  of 
training  inside  or  outside  the  shop  or  factory  to  fit  workers  for  jobs? 
How  else  can  be  explained  the  failure  of  employers  to  grasp  the 
importance  of  guarding  against  accidents  until  they  were  forced  to 
recognize  it  by  workmen's  compensation  legislation?  Why  do 
not  employers  now  exercise  a  similar  concern  in  safeguarding  their 
employees  from  exposure  to  industrial  poisons  and  occupational 


Digitized  by 


Google 


Federal  Bureau  of  Labor  Statistics  265 

diseases?  Why  draw  a  distinction  between  disablement  due  to  an 
unguarded  gear  and  disablement  due  to  the  inhaling  of  lead  car- 
bonate dust?  Why  enclose  shafts,  flywheels  and  belts,  while 
allowing  poisonous  fumes  and  lung-destroying  dusts  to  escape  at  will 
into  the  air  breathed  by  operatives? 

The  need  for  improved  standards  in  methods  of  dealing  with 
the  human  factor  in  industry  cannot  be  gainsaid.  The  dissemina- 
tion of  information  bearing  on  labor,  the  presentation  of  the  facts 
which  will  enable  employers  to  contrast  the  statistical  results  of  the 
different  systems  and  methods  of  dealing  with  labor,  is  of  the  utmost 
importance  and  beneflt  to  business.  The  Spencerian  theory  of 
government  as  the  smallest  possible  big  policeman  whose  sole  fimc- 
tion  shall  be  keeping  order,  enforcing  the  rules  of  the  individualistic 
competitive  game,  and  preventing  the  different  gamesters  from 
committing  arson,  burglary  and  murder,  cannot  be  defended.  One 
of  the  most  important  of  all  fimctions  of  government  is  the  incul- 
cation of  higher  business  morals  and  teaching  better  and  more 
economical  business  methods.  As  I  conceive  the  duties  of  the 
Commissioner  of  Labor  Statistics,  it  is  my  business  to  turn  the 
searching  light  of  publicity  into  the  farthest  and  darkest  corners  of 
industry,  to  make  known  the  successes  of  enlightened  policies  of 
dealing  with  labor,  to  show  up  wrongdoers,  whether  they  be  em- 
ployers of  workers  or  workers  of  employers,  to  aid  every  endeavor 
to  raise  the  ethical  standards  that  obtain  in  the  dealings  between 
employer  and  employee,  to  bring  about  kindlier  feelings  between 
master  and  man,  and  to  foster  the  spirit  of  codperative  endeavor 
throughout  all  industry. 

The  different  lines  of  work  now  carried  on  by  the  Bureau  of 
Labor  Statistics  vary  considerably  in  their  value  to  business  men. 

The  statistics  of  wholesale  prices  enable  one  to  trace  price 
changes  in  more  than  300  important  commodities  in  the  principal 
primary  markets  of  the  country,  while  the  relative  prices  and  index 
numbers  made  from  the  money  prices  show  the  trend  of  prices 
through  the  period  from  1890  to  the  present.  The  general  wholesale 
price  index  number  is  recognized  as  the  indicator  of  the  direction  and 
extent  of  change  in  the  level  of  wholesale  prices.  Wholesale  index 
numbers,  of  course,  are  of  most  value  to  students  who  are  seeking 
to  discover,  if  possible,  the  laws  governing  price  fluctuations.  In 
BO  far  as  the  business  man  is  obliged  to  estimate  future  price  changes, 
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he  will  find  the  study  of  past  price  movements,  as  shown  by  whole- 
sale price  statistics  and  index  numbers,  profitable. 

In  the  year  1914  the  price  quotations  have  been  increased  in 
number,  the  commodities  carried  have  been  more  accurately  de- 
fined, and  more  markets  have  been  included.  The  method  of 
calculating  the  index  numbers  has  been  thoroughly  revised,  in  order 
to  show  more  accurately  actual  price  movements.  It  is  my  inten- 
tion, if  appropriations  permit,  to  publish  the  indexes  half  yearly 
or  quarterly,  so  as  to  render  them  more  useful  for  study  and  compari- 
son. 

Retail  price  statistics  and  index  numbers  based  thereon  are 
used  in  wage  disputes  to  show  changes  in  the  cost  of  the  laborers' 
food  budgets.  The  employer  is  as  vitally  interested  in  accurate 
retail  price  indexes  as  is  the  employee.  The  method  of  calculating 
the  retail  price  indexes  has  been  changed  so  as  to  reflect  more  ac- 
curately changes  in  the  cost  of  the  worker's  budget.  The  number  of 
articles  for  which  price  quotations  were  formerly  obtained  was  15,  all 
of  them  articles  of  food.  The  number  of  food  commodities  now 
being  reported  to  the  Bureau  is  30,  while  8  cloths  and  clothing  have 
been  added.  The  niunber  of  cities  has  been  increased  from  39  to 
42,  and  the  number  of  stores  reporting  has  also  been  increased.  It 
is  planned  to  publish  the  retail  price  indexes  every  month  in  the 
Monthly  Review ^  thereby  greatly  enhancing  the  value  of  these  indexes. 

Statistics  of  hourly  rates  of  wages  and  weekly  hours  of  labor 
are  useful  to  show  differences  in  rates  and  hours  from  place  to  place, 
from  time  to  time,  from  industry  to  industry,  and  from  occupation 
to  occupation.  This  information  is  used  in  practically  every  im- 
portant wage  dispute  in  the  coimtry.  These  studies  are  being 
made  both  more  extensive  and  more  intensive.  One  of  the  most 
valuable  things  both  to  employer  arid  employee  shown  by  these 
studies  is  the  fact  that  high  wages  are  not  synonymous  with  high 
costs  of  production,  nor  low  wages  with  low  costs.  It  is  important 
that  more  industries  should  be  covered  in  these  wage  studies  and 
the  facts  made  pubUc  more  promptly,  if  employers  and  employees 
are  to  realize  the  full  value  of  these  studies. 

In  connection  with  the  wages  and  hours  of  labor  studies,  the 
bureau's  agents  are  now  taking  the  actual  earnings  of  all  employees 
during  one  typical  pay  period  and  the  number  of  employees  and  the 
amount  of  all  payrolls  throughout  the  year.    Going  after  this  in- 
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formation  has  revealed  a  most  astonishing  state  of  affairs  to  me. 
Scarcely  an  employer  knows  how  many  men  are  on  his  payroll  at 
any  given  time.  Still  less  does  the  employer  know  how  many  men 
are  required  to  nm  his  establishment  during  a  normal  period  of 
activity.  All  he  knows  is  the  amount  of  money  he  pays  out  for 
labor.  He  does  not  know  how  much  net  return  he  gets  from  labor, 
how  much  it  costs  to  keep  up  the  supply  of  labor,  how  much  damage 
occurs  to  men  and  machinery  because  of  the  ill-devised  and  shock- 
ingly wasteful  system  of  "hiring  and  firing''  men  in  a  steady  stream 
with  no  attempt  to  try  them  out,  fit  them  in,  train  them,  and  keep 
them.  This  astounding  state  of  affairs  led  me  to  undertake  an 
investigation  of  the  turn-over  of  labor  in  estabUshments.  Because 
of  the  magnitude  of  the  undertaking  it  was  necessary  to  limit  the 
study  to  those  establishments  having  employment  bureaus  in  opera- 
tion for  some  months  at  least — the  longer,  the  better.  This  study 
when  completed  will,  I  think,  show  some  most  painfully  interesting 
and  most  profitably  disillusioning  findings.  If  it  has  no  other  result 
than  to  show  the  majority  of  business  men  how  little  they  know 
about  the  labor  end — the  most  important  end — of  their  business,  the 
time  and  effort  will  not  have  been  spent  in  vain. 

All  this  suggests  the  practicability  and  advisability  of  perfect- 
ing a  system  of  accountancy  that  will  show  the  tired  business  man 
where'he  really  stands  in  respect  to  labor  costs.  If  it  is  worth  while 
setting  expensive  men  at  work  to  devise  a  way  of  converting  dirty, 
rancid  grease  into  nice,  wholesome,  golden  butterine,  it  ought  to  be 
worth  while  to  try  to  convert  nomadic,  low-wage,  expensive  labor 
into  steady,  well-paid,  cheap  labor — cheap  because  selected,  trained, 
efi^cient  and  steady. 

The  studies  made  by  the  Bureau  of  Labor  Statistics  also  show 
that  shortening  the  hours  of  labor  has  not  thus  far  meant  lengthen- 
ing the  labor  cost  sheet.  Quite  the  contrary  result  has  followed 
cutting  out  the  seven-day- week,  granting  the  Saturday  half-holiday, 
and  nipping  off  the  last  hour  or  half-hour  from  a  long,  fatiguing  day. 
Yet  in  the  face  of  this  experience  in  the  best  factories,  many  employ- 
ers run  their  businesses  as  if  profits  depended  upon  driving  their 
employees  at  the  maximum  speed  for  the  maximum  number  of 
hours  per  week. 

Among  the  most  valuable  studies  to  employers  and  employees 
alike  are  the  intensive  investigations  into  unemployment  in  New 
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York  City  and  twenty-seven  other  cities  of  the  country.  A  study 
was  made  by  the  Bureau  of  Labor  Statistics  last  February  of  the 
working  families  of  New  York  City,  showing  the  percentage  of 
unemployment  existing  at  the  date  of  the  agents'  visit.  The  Metro- 
politan Life  Insurance  Company  made  a  similar  investigation  a 
few  weeks  earlier.  The  results  corresponded  so  closely  that  the 
Metropolitan  Life  Insurance  Company  has  been  employed  to  make 
similar  studies  in  twenty-seven  other  cities.  During  the  month  of 
August,  1916,  the  bureau  made  anbther  study  of  unemployment  in 
New  York  City,  which  was  again  checked  up  against  a  study  by  the 
Metropolitan  Life  Insurance  Company  made  at  the  same  time. 
These  studies  constitute  the  beginning  of  what  should  be  carried  as 
a  regular  series  of  reports  by  the  Bureau  of  Labor  Statistics.  The 
importance  of  knowing  at  short  intervals  the  numbers  out  of  work 
in  all  the  more  important  occupations  and  industries,  can  scarcely 
be  overestimated.  The  cost  of  collecting,  tabulating,  and  inter- 
preting the  facts  regarding  unemployment  is  so  great  as  to  make  it 
necessary  to  limit  this  work  very  narrowly.  The  Bureau  of  Labor 
Statistics  should  be  in  a  position  to  give  the  fullest  information  to 
employers,  employees,  and  the  public  as  to  numbers  employed  and 
unemployed.  Until  the  Bureau  is  able  to  do  this,  the  causes  of 
unemployment  cannot  be  combated  successfully  and  the  federal, 
state  and  municipal  employment  offices  will  work  more  or  less  in  the 
dark. 

The  bureau  is  now  getting  returns  from  employers  in  the 
textile,  boot  and  shoe,  and  iron  and  steel  industries,  giving  the  niun- 
bers  on  the  payroll  and  the  amounts  paid  out  during  the  payroll 
period  nearest  the  fifteenth  of  each  month.  Returns  will  also  be 
secured  from  public  employment  offices  showing  the  number  of 
applicants  for  positions,  the  niunber  of  jobs  offered  and  the  number 
of  places  filled  each  month.  Later  on,  I  hope  to  be  able  to  get 
reports  from  trade  imions,  stating  the  number  unemployed  in  the 
various  locals  throughout  the  country.  These  figures  gathered 
from  the  various  sources,  supplemented  by  intensive  studies  by 
the  method  of  sampling  of  the  employment  situation  in  the  more 
important  centers,  should  give  us  a  very  fair  picture  of  the  amount 
of  employment  and  unemployment  in  the  United  States. 

Very  closely  akin  to  unemployment  are  irregularity  of  employ- 
ment,   alternate    overemployment    and    underemployment.     The 
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studies  of  the  Bureau  of  Labor  Statistics  into  the  seasonability  and 
irregularity  of  employment  in  certain  industries  are  of  great  value 
in  pointing  out  ways  of  smoothing  out  the  employment  curve  by 
organizing  the  labor  market,  securing  orders  long  in  advance, 
stabilizing  demand,  fitting  together  industries  having  different 
seasons  of  activity,  and  mitigating  the  wild  extremes  of  fashion  fads. 
The  employer  profits  as  well  as  the  employee  and  the  public  by 
steady  all-the-year-around  work. 

The  several  studies  of  vocational  education  show  the  need  of 
such  training  for  both  girls  and  boys,  while  making  clear  the  dangers 
to  be  avoided  and  the  way  to  avoid  them.  A  really  successful 
vocational  education  system  is  possible  of  attainment  only  by  means 
of  the  hearty  co5peration  of  both  employers  and  employees  with  the 
public.  Employers  and  employees  are  the  best  judges  of  the  kind 
of  industrial  instruction  needed  and  whether  it  can  best  be  given  in 
the  public  school  or  in  the  shop.  Such  studies  as  the  Vocational 
Education  Survey  of  Richmond,  Va.,  which  constitutes  Bulletin  162 
of  the  Bureau  of  Labor  Statistics,  are  needed  in  other  cities,  to 
furnish  the  basis  of  facts  for  the  development  of  the  right  kind  of 
vocational  education. 

The  studies  of  woman  and  child  labor  have  proven  that  cheap 
labor  may  be  so  cheap  as  to  be  burdensomely  expensive.  Most 
manufacturers  at  first  oppose  vehemently  all  legislation  designed 
to  protect  woman  and  child  workers  against  exploitation,  starvation 
wages,  long  hours  and  unsuitable  employment.  After  such  legisla- 
tion has  been  in  operation  for  some  years,  it  comes  to  be  recognized 
that  it  is  better  for  business  to  allow  the  child  to  grow  up  and  be 
trained,  to  pay  living  wages  to  women,  and  to  prohibit  women  and 
children  from  working  in  certain  occupations. 

Studies  of  industrial  accidents  and  occupational  diseases,  show- 
ing the  high  cost  to  industry  of  injuries  suffered  by  workers  and 
how  the  number  and  severity  of  industrial  casualties  had  been 
reduced  in  foreign  countries  and  in  some  plants  in  this  country,  gave 
a  great  incentive  to  the  Safety  First  movement.  Manufacturers  of 
lead  paints  and  lead  glazed  pottery  in  particular  were  amazed  when 
confronted  by  the  figures  giving  the  number  of  cases  of  lead  poison- 
ing among  their  workers  side  by  side  with  European  experience. 
Lead  poisoning  had  always  been  regarded  in  these  industries  as  a 
dispensation  of  Divine  Providence,  that  never  occurred  except  by  the 
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gross  negligence  of  the  worker.  When  the  employers  were  shown 
that  they  were  destroying  the  health  and  the  lives  of  their  employees 
and  how  inexcusable  and  expensive  it  all  was,  they  began  to  sit  up 
and  take  notice.  The  publishing  of  the  facts  regarding  other  indus- 
trial poisons,  the  causes  of  accidents  and  of  diseases  among  workers, 
has  had  similar  results.  Much  has  been  done  following  these 
studies  of  health  and  bodily  hazards,  to  render  industry  safer  and 
less  fatiguing,  but  more  remains  to  be  done. 

The  Safety  First  movement  has  scarcely  reached  the  attention 
of  the  small  manufacturer.  Even  the  larger  employers  are  not  able 
to  determine  exactly  where  they  stand  because  of  the  chaotic  state 
of  our  accident  statistics.  The  Bureau  of  Labor  Statistics  is  work- 
ing, in  cooperation  with  the  state  bureaus  of  labor  and  industrial 
commissions  to  standardize  the  statistics  of  accidents  and  occupa- 
tional diseases,  so  as  to  put  these  statistics  on  a  comparable  basis 
for  all  states.  This  will  greatly  help  in  the  administration  of  work- 
men's compensation  laws.  For  purposes  of  industrial  casualty 
statistics,  a  classification  of  occupations  grouped  by  industries  has 
been  completed.  Committees  appointed  by  me  are  now  at  work 
on  the  classification  of  causes  of  accidents  and  the  classification  of 
the  nature,  extent  and  location  of  injuries.  Employers  and  their 
representatives  have  attended  the  conferences  in  which  these  mat- 
ters were  discussed,  thus  showing  that  they  are  fully  alive  to  the 
importance  of  these  classifications.  When  these  classifications  are 
completed,  comparisons  of  the  statistics  of  accidents  and  diseases 
can  be  made  for  the  whole  country,  by  industries  and  occupations, 
by  states  and  localities,  by  causes,  and  by  results.  Then  the  Safety 
movement  and  the  administration  of  workmen's  compensation  laws 
will  be  systematized  and  the  cost  through  accidents  and  disease 
reduced  to  the  minimum. 

Some  states  have  set  up  standards  for  safety  devices,  fire  alarm 
apparatus,  automatic  sprinklers,  exhaust  fans,  and  the  like.  It  is  of 
the  utmost  importance  that  such  standards  be  standardized  for  the 
whole  country.  It  is  equally  important  that  standards  of  factory 
hygiene  and  sanitation  be  established  and  the  methods  of  using 
poisonous  naaterials  in  industry  shall  be  prescribed.  Letters  come 
to  the  Bureau  of  Labor  Statistics  every  day  making  inquiry  as  to 
safety  devices,  sanitary  standards,  and  industrial  poisons.  Accu- 
rate information  on  these  subjects  is  worth  millions  to  industry. 
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The  studies  of  strikes  and  lockouts,  mediation  and  arbitration 
cases,  and  the  results  achieved  under  trade  agreements  which  pro- 
vide machinery  for  settling  labor  disputes  without  recourse  to  the 
expensive  and  irritating  expedient  of  open  war,  show  the  possibilities 
of  conducting  business  peacefully  on  business  lines.  The  principles 
of  collective  bargaining  are  just  as  applicable  to  coal  mining  and 
steel  making  as  to  the  manufacture  of  clothing.  The  old  policies  of 
antagonism,  belligerency,  and  warfare  must  give  way  to  the  policies 
of  co5peration,  mutual  understanding  and  peace. 

From  this  brief  statement  it  will  be  seen  that  nearly  all  the 
activities  of  the  Bureau  of  Labor  Statistics  are  directly  helpful  to  a 
greater  or  less  degree  to  the  business  and  industry  of  the  country. 
If  the  bureau  is  allowed  to  extend  its  work  along  the  lines  1  have 
indicated,  it  will  become  continually  more  helpful. 
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THE  ENFORCEMENT  OF  CHILD  LABOR  LAWS 

By  E.  N.  Clopper,  Ph.D., 
Secretary  for  Northern  States,  National  Child  Labor  Committee,  New  York  City. 

The  National  Child  Labor  Committee  has  renewed  its  cam- 
paign in  behalf  of  the  federal  child  labor  bill,  which  will  go  before 
the  sixty-fifth  Congress  enjoying  the  prestige  of  its  overwhelming 
endorsement  by  the  last  House.  It  provides  four  standards 
already  quite  generally  recognized  by  the  individual  states:  (1) 
an  age  limit  of  fourteen  years  for  employment  in  mills,  canneries, 
workshops  and  factories;  (2)  a  minimum  work  day  of  eight  hours 
for  children  between  fourteen  and  sixteen  in  such  establishments; 
(3)  the  prohibition  of  work  at  night  in  such  places  on  the  part  of 
children  between  these  ages;  and  (4)  an  age  limit  of  sixteen  years 
for  employment  in  mines  and  quarries.  The  power  of  Congress 
to  regulate  commerce  among  the  states  is  invoked  with  the  object 
of  imposing  these  standards  upon  manufacturers  and  mine  oper- 
ators who  ship  their  products  from  state  to  state — a  provision  vir- 
tually all-inclusive.  For  those  who  refuse  to  meet  these  require- 
ments, suitable  penalties  in  the  form  of  fines  or  imprisonment  are 
provided. 

At  present  twenty-seven  of  the  states  have  the  first  standard 
already  written  in  their  laws  without  weakening  exemptions, 
while  seventeen  others  have  adopted  it  in  principle  but  permit  a 
lower  standard  under  certain  conditions.  Eighteen  states  rigidly 
require  the  second  standard,  while  four  others  make  exceptions. 
The  third  standard  is  widely  recognized,  as  no  fewer  than  thirty- 
three  states  insist  upon  this  elementary  provision  for  the  protection 
of  working  children,  and  five  others  have  adopted  it  with  ex- 
emptions. The  fourth  standard  affects  only  those  states  with 
mining  or  quarrying  industries,  and  has  been  incorporated  in  the 
laws  of  twenty-two,  three  of  these,  however,  authorizing  departures 
from  its  observance. 

Hence  it  is  clear  that  the  federal  bill  does  not  seek  to  force 
new  and  untried  restrictions  upon  the  employers  of  the  country,  but, 
on  the  contrary,  is  intended  simply  to  establish  firmly  and  apply 
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uniformly  a  few  of  the  first  principles  of  child  protection  which 
have  already  been  found  practicable  by  many  of  the  states.  It 
will  serve  to  bring  the  legislation  of  laggard  states  up  to  the  level 
of  the  others  and  to  wipe  out  the  advantage  in  labor  cost  which 
employers  of  children  in  backward  communities  now  have  over  their 
competitors  elsewhere  because  of  the  lower  standards  under  which 
they  are  permitted  to  operate.  In  other  words,  it  will  help  to  de- 
stroy special  privilege  in  the  exploitation  of  children,  and  bring 
our  practice  more  into  harmony  with  the  national  conscience. 

A  vital  feature  of  the  measure  has,  however,  escaped  com- 
ment in  spite  of  the  quite  general  interest  which  the  bill  has  awak- 
ened, a  feature  without  which  the  proposed  law  would  be  worthless, 
and  if  enacted  is  destined  to  work  a  revolution  in  our  administra- 
tion of  child  labor  laws — the  provision  for  enforcement. 

In  our  efforts  to  establish  social  justice  we  have  been  passing 
laws  to  remedy  conditions  and  neglecting  to  make  use  of  them. 
We  seem  to  be  under  the  impression  that  our  laws  are  automatic 
and  that  each  in  its  own  field  will  remedy  any  given  situation  by 
the  power  of  its  own  virtues  if  we  will  only  have  patience  and  let 
it  have  its  way.  Legislation  is  looked  upon  as  the  great  specific 
for  social  ills;  but  its  properties  are  narcotic.  Whenever  we  feel 
outraged  over  any  abuse  we  immediately  exclaim,  "There  ought  to 
be  a  law  to  prohibit  that,"  but  if  assured  that  one  is  already  on 
the  books  we  at  once  subside,  and  our  faith  in  the  self-acting  quality 
of  leipslation  restores  our  equanimity.  Most  of  us  have  observed 
that  when  two  friends  board  a  street  car  and  each  insists  upon 
paying  the  fare  for  both,  if  one  should  rashly  say  he  has  tickets, 
the  other  pockets  his  coin  and  lets  his  companion  pay,  serene  in 
the  delusion  that  the  tickets  relieve  him  of  all  further  concern 
about  the  matter. 

The  majority  of  our  state  legislatures  meet  biennially,  several 
hold  annual  sessions  and  all  are  occasionally  called  out  of  the  regular 
season  to  act  in  emergencies,  and  their  product  is  a  bewildering 
mass  of  "social  legislation*' — some  of  it  bad,  much  of  it  good, 
most  of  it  well-meaning,  but  all  of  it  lacking  in  the  essential  ele- 
ment of  simplicity.  In  terms  of  the  country  at  large,  our  present 
labor  laws,  for  example,  are  in  hopeless  confusion.  We  have  been 
admiring  the  vast  product  of  our  legislative  mills,  innocently  believ- 
ing that  the  evil  aimed  at  was  run  through  the  body  the  moment 
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the  governor's  signature  was  attached  to  an  act,  and  those  who 
take  part  in  getting  a  law  always  come  away  from  the  state 
capitol  in  smug  satisfaction,  as  from  a  funeral,  feeling  that  every- 
thing has  been  done  for  the  departed  that  could  be  done. 

The  child  labor  laws  of  the  several  states  may  be  things  of 
beauty  as  they  repose  on  the  statute  books,  but  they  are  certainly 
not  joys  forever  because  they  are  not  enforced.  A  few  years  ago 
a  model  child  labor  law  was  drafted  by  the  National  Committee 
and  endorsed  by  the  United  States  Commissioners  on  Uniform 
Laws;  in  the  exuberance  of  its  new  statehood  Arizona  actually 
swallowed  it  whole,  but  omitted  to  provide  any  means  for  its  en- 
forcement, and  to  this  day  the  act  is  merely  ornamental.  An  older 
commonwealth,  indeed,  North  Carolina,  one  of  the  thirteen  original 
states,  still  denies  to  its  Commissioner  of  Labor  the  authority  to 
compel  obedience  to  even  its  wretchedly  inadequate  law.  And 
these  are  only  instances  of  widespread  indifference. 

It  stands  to  reason  that  a  federal  law  must  be  enforced  by 
federal  authority,  and  accordingly  the  bill  which  has  been  before 
Congress  lays  upon  all  United  States  district  attorneys  the  duty 
of  prosecuting  violators  in  the  federal  courts  upon  complaint  of 
any  federal,  state  or  local  officer  or  private  individual,  who  may 
present  satisfactory  evidence  of  infringement. 

The  words  "federal  courts"  hold  the  promise  of  a  better  day. 
So  far,  on  the  rather  rare  occasions  when  prosecutions  for  violation 
of  state  child  labor  laws  have  been  brought,  the  proceedings  have 
been  necessarily  instituted  in  local  courts,  usually  before  minor 
magistrates  like  the  justices  of  the  peace,  and  in  this  fact  lies  a 
great  obstacle  to  effective  administration.  Local  courts  are  subject 
to  and  often  controlled  by  local  prejudices  and  considerations  of 
expediency.  The  judges  hold  their  positions  through  local  influ- 
ence or  the  local  vote  and  in  arriving  at  decisions  in  cases  affecting 
powerful  local  interests  a  sadly  large  number  follow  the  line  of  least 
resistance.  Their  failure  to  uphold  the  law  is  the  cause  of  extensive 
child  exploitation  and  the  source  of  the  discouragement  which 
often  destroys  the  efficiency  of  state  officers.  No  matter  how  com- 
plete and  conclusive  may  be  the  evidence  gathered  by  a  factory 
inspector,  it  is  frequently  held  for  naught  by  a  court  that  fears  to 
offend  an  influential  defendant,  or  the  punishment  inflicted  is  so 
ridiculous  as  to  invite  more  fla^ant  disobedience. 
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Officers  charged  with  child  labor  law  enforcement  in  the  most 
enlightened  communities  commonly  complain  that  in  many  of 
the  courts  it  is  almost  impossible  to  secure  convictions  for  viola- 
tion and  that,  when  convicted,  the  defendant  is  either  fined  the 
minimum  sum  fixed  by  law  or  released  under  suspended  sentence. 
Accounts  of  their  experiences  are  well-nigh  incredible.  In  one  case 
the  judge  advised  the  defendant  to  change  his  plea  from  "guilty" 
to  "not  guilty"  and  when  this  happy  suggestion  was  acted  upon, 
at  once  dismissed  him.  In  another  case  the  judge  declined  to  hear 
the  complaint  because  the  employer  charged  with  the  offense  was 
an  old  friend  of  his,  a  touching  instance  of  simple  faith  and  loyalty 
worthy  of  a  place  in  our  school  readers.  Sometimes  zealous  fac- 
tory inspectors  are  even  denounced  by  the  court  for  annoying 
"  our  best  citizens. " 

It  is  the  policy  of  labor  inspectors  at  first  to  warn  employers 
concerning  breaches  of  the  law  and  to  resort  to  prosecution  only 
after  repeated  warnings  have  been  disregarded  and  evidence  of 
violation  is  clear  and  convincing.  But  when  the  employer  is  finally 
haled  into  court  the  almost  invariable  result  is  either  dismissal  with 
a  warning  from  the  bench  because  "it  is  the  defendant's  first 
offense,"  or  imposition  of  the  minimum  fine.  This  minimum  is 
often  absurd,  especially  when  the  law  provides  that  the  offender 
shall  be  fined  *'not  more  than"  a  certain  sum,  in  which  case  the 
court  by  no  means  infrequently  visits  calamity  upon  the  head  of 
the  malefactor  to  the  extent  of  one  dollar!  The  deterrent  effect 
of  this  punishment  is  not  altogether  apparent,  inasmuch  as  the 
employer  derives  profit  from  the  labor  of  children  because  of  the 
low  wages  they  command,  and  could  continue  his  illegal  practices 
and  pay  such  nominal  fines  as  a  regular  charge  against  his  business 
without  suflfering  any  financial  loss. 

In  an  official  report  of  the  Commissioner  of  Labor  for  New 
York  we  read  that,  in  spite  of  positive  proof  of  twenty-seven 
violations  of  the  labor  laws  by  manufacturers  of  a  certain  class 
of  goods,  the  state  factory  inspectors  were  imable  to  obtain  con- 
viction in  a  single  case.  The  report  solemnly  asserts  that  judges 
and  juries  in  farming  communities  will  not  uphold  the  labor  laws; 
in  discussing  the  general  problem  of  enforcement  it  remarks  that 
responsibility  was  placed  by  the  legislature  upon  the  coiurts  as  well 
as  upon  the  department  of  labor,  and  ironically  adds,  "How  the 
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courts  are  doing  their  part  can  be  seen  from  an  examination  of  the 
prosecutions  of  the  past  year. " 

The  Commissioner  then  invites  attention  to  the  large  percent- 
age of  dismissals  and  suspended  sentences  following  prosecutions 
for  second  and  even  third  offenses.  "In  one  case  we  alleged  third 
offense  against  a  telegraph  company  and  although  the  evidence 
was  conclusive,  the  case  was  dismissed  by  the  judge  who  made 
excuses  for  the  good  intentions  of  the  company." 

As  an  illustration  of  the  lengths  to  which  a  fear-infected  court 
will  go  in  the  effort  to  shield  a  powerful  local  interest  from  embar- 
rassment, there  is  the  perennial  controversy  between  the  New 
York  department  of  labor  and  the  upstate  canners  over  the  employ- 
ment of  young  children.     Formerly  the  state  child  labor  law  for- 
bade the  employment  of  children  under  fourteen  years  of  age  **in 
or  in  connection  with  any  factory."     The  canners  nevertheless 
put  such  children  to  work  preparing  fruit  and  vegetables  for  the 
canning  process,  carefully  placing  them  in  sheds  not  adjoining 
the  factory  itself.     The  inspectors  were  not  dismayed  by  this 
adroit  maneuver,  however,  and  appealed  to  the  state's  attorney- 
general  for  a  niling,  whereupon  that  erudite  official  opined  that 
the  law  in  question  was  not  applicable  to  the  sheds.    The  local 
courts  were  guided  by  this  ruling  and  child  labor  abuses  grew  apace 
in  the  canning  industry.     Then  a  remedy  was  sought  in  the  legis- 
lature and  the  legal  definition  of  a  factory  was  amended  so  as  to 
include  '*all  buildings,  sheds,  structures,  or  other  places  used  for 
or  in  connection"  with  a  factory,  while  the  employment  of  children 
under  fourteen  was  prohibited  in  or  in  connection  with  any  factory 
or  for  any  factory  at  any  place  in  the  state.     But  the  canners  had 
not  exhausted  their  resources  and  refused  to  be  coerced.      They 
erected  tents  and  set  the  little  children  to  work  inside  snipping 
beans;  at  one  cannery  under  a  single  tent,  a  factory  inspector 
recently  found  180  children  under  fourteen,  some  of  whom  were 
under  ten.     Subsequent  events  proved  that  the  canners  had  not 
reckoned  without  their  host,  for,  although  four  different  proceedings 
were  instituted  against  this  company  for  these  violations,  in  every 
case  the  complaint  was  dismissed! 

And  at  another  cannery  where  such  children  were  also  at  work 
under  a  tent,  the  manager  calmly  admitted  the  illegality  of  their 
employment,  assimng  the  inspector  that  the  company  was  never- 
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theless  quite  willing  to  assume  the  risk.  That  the  risk  was  not 
excessive  appears  from  the  acquittal  of  the  company  in  the  three 
prosecutions  brought  against  it  for  these  same  violations.  In 
another  case  the  defendant  naively  interpreted  the  law  to  his  own 
advantage,  testifying  that  the  tent  was  not  connected  with  the  fac- 
tory— ^that  indeed  the  place  where  the  children  had  gathered  was 
a  "circus  tent,"  and  the  jury  was  so  impressed  by  this  profound 
exegesis  that  it  wasted  no  time  in  rendering  a  verdict  of  not  guilty. 
These  and  many  other  facts  about  this  travesty  of  justice  are  all 
officially  set  forth  in  the  latest  report  of  the  New  York  department 
of  labor  just  issued.     Verily  the  canners  are  a  canny  lot! 

The  passage  of  the  federal  bill  could  not  fail  to  improve  the  sit- 
uation. It  is  undeniable  that  federal  authority  commands  greater 
respect  than  state  or  local  authority.  .  Employers  who  disregard 
with  impunity  a  state  labor  law  would  in  all  probability  obey  a 
federal  law,  for  the  prospect  of  acquittal  through  influence  in  the 
federal  courts  is  far  more  remote  than  in  local  tribunals.  The 
federal  judges  and  district  attorneys  are  appointed  by  the  President 
and  presiunably  disinterested  in  proceedings  against  "leading 
citizens,"  while  county  and  municipal  magistrates  are  elected  by 
vote  of  the  people  they  are  called  upon  to  judge  and  are  more  or 
less  directly  associated  with  local  political  organizations  whose 
policies  are  largely  dictated  by  the  employing  class. 

A  federal  child  labor  law  would  enable  state  factory  inspectors 
to  refer  their  most  obstinate  cases  to  the  United  States  courts,  as 
practically  every  manufacturer  engages  to  some  extent  in  inter- 
state commerce,  and  it  goes  without  saying  that  the  chances  for 
conviction  would  thereby  be  very  greatly  enhanced.     The  penalties 
would  most  certainly  have  a  more  restraining  effect — one  cannot 
conceive  of  a  federal  court  going  through  the  burlesque  of  imposing 
a  one   dollar  fine.      Furthermore,   such   a   law  would   insure  a ' 
modicum  of  protection  for  working  children  in  states  where  enforce- 
ment is  unknown,  inasmuch  as  federal  inspectors  would  be  author- 
ized to  investigate  conditions  in  all  the  industries  affected,  and  the 
spirit  of  laissez-faire  in  child  labor  reform  would  suffer  a  body  blow. 
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VITALIZING  THE  NATION  AND  CONSERVING  HUMAN 

UNITS  THROUGH  THE  DEVELOPMENT  OF 

AGRICULTURAL  COMMUNITIES 

By  Hugh  MacRae, 
Wilmington,  N.  C. 

Perhaps  there  is  no  field  today  richer  in  opportunity  for  the 
scientist  and  for  the  sociologist,  than  that  which  relates  to  agri- 
culture. 

In  reading  an  address  recently  made  to  the  members  of  the 
American  Chemical  Society,  by  its  president,  I  was  deeply  impressed 
by  the  altruistic  ideals  expressed  in  the  keynote  of  the  address. 
This  address  pointed  out  that  the  ultimate  aim  of  research  is  not 
the  discovery  of  "Truth  for  Truth's  sake,"  or  "Science  for  Science's 
sake*' — but,  rather,  the  uplift  of  mankind. 

And  the  idea  was  driven  home  with  this  striking  statement, 
"If  this  be  not  the  goal,  then  pure  chemistry  becomes  a  selfish  toy, 
and  applied  chemistry  a  mere  tool  for  greed." 

May  we  not  assume  that  all  branches  of  science  and  all  applica- 
tions of  science  are  beginning  to  feel  the  same  thrill,  to  earnestly 
desire  the  same  purpose;  to  interest  themselves  in  the  betterment  of 
humanity. 

Even  the  most  pronounced  pessimist  must  admit  a  marked 
progress  since  the  individualism  which  is  supposed  to  have  char- 
acterized the  Stone  Age;  and  there  is  no  reason  to  assume  that  this 
progress  has  stopped. 

While  the  convulsion  now  shaking  the  world  points  temporar- 
ily backward,  it  may  be  similar  to  some  of  the  great  disturbing 
readjustments  of  nature.  It  may  bring  men  and  nations  closer 
together  in  preparation  for  constructive  work  for  the  common  good. 

In  so  far  as  America  is  concerned,  the  certain  result  will  be  an 
enormous  accumulation  of  wealth;  and  the  future  of  the  country  is 
going  to  be  shaped  by  the  way  this  wealth  is  used.  If  extravagance 
and  selfishness  are  to  be  the  outcome  then  indeed  the  future  is  dark; 
but  if  American  democracy  has  reached  a  point  where  it  can  rise 
above  the  temptations  which  accompany  wealth,  and  can  use  this 
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wealth  for  the  well-being  of  democracy,  than  we  may  truly  say  that 
liberty  will  be  enlightening  the  world.  She  will  be  enlightening  the 
world  to  an  extent  greater  than  has  ever  been  conceived  of,  because 
such  an  opportunity  has  never  until  now  come  within  any  one's 
dreams. 

Observers  who  can  go  back  as  much  as  a  generation  or  even  ten 
years,  can  see  changes  so  marked  that  it  is  difficult  to  grasp  their 
scope.  Twenty  years  ago  it  was  considered  right  that  a  corporation 
should  be  "cold-blooded"  and  "soulless,"  that  it  should  be  run  with 
the  sole  idea  of  profit  to  its  shareholders.  Good  business  methods 
were  followed  and  perhaps  a  higher  standard  of  business  ethics  than 
were  subsequently  the  rule.  The  desire  for  gain  and  an  indifference 
to  public  interests  resulted,  however,  in  a  lax  code  of  business  morals, 
and  this  eventually  brought  antagonism  from  the  public,  followed 
by  an  era  of  misunderstandings  and  turmoil  which  perhaps  reached 
its  height  during  the  past  decade. 

Apparently  the  public  has  established  its  supremacy,  and  at  the 
same  time  the  managers  of  corporations  have  been  converted  to  a 
much  saner  point  of  view.  It  is  now  conceded  that  business  meth- 
ods should  make  for  morality  as  well  as  efficiency;  it  is  the  common 
understanding  that  the  public  should  be  pleased,  and  that  the  cor- 
poration which  gives  the  best  service  pleases  the  public  most. 
During  this  same  period  we  have  seen  a  marked  change  in  the  at- 
titude toward  the  laborer.  He  was,  twenty  years  ago,  simply  a 
commodity  and  a  unit.  He  was  to  be  worked  as  hard  as  possible 
with  the  lowest  pay  possible,  and  with  as  few  rights  as  possible. 
But  public  opinion  and  the  constant  resort  to  the  courts  have  grad- 
ually brought  a  change,  and  those  who  manage  corporations  properly 
know  that  the  working  man  must  be  considered  and  protected. 
With  this  recognition  of  legal  responsibility  a  change  of  mental 
attitude  has  taken  place,  so  that  the  best  managers  of  corporations 
do  not  stay  within  the  demand  of  the  law  but  go  beyond  it  in  seeking 
ways  to  promote  the  comfort,  the  welfare  and  the  interests  of  their 
employees.  The  accomplishment  of  Mr.  Ford  most  convincingly 
marks  the  height  to  which  this  consideration  of  employees  has  been 
carried. 

He  has  broken  through  convention.  His  plan,  because  of  its 
magnitude,  and  particularly  because  it  has  succeeded,  may  become 
epoch-making. 
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While  America  has  been  an  agricultural  country,  and  while  its 
wealth  has  been  based  on  its  agriculture,  we  have  gazed  so  intently 
at  figures  relating  to  commercial  development  and  manufacturing 
and  to  the  financial  transactions  incident  thereto,  that  the  word 
"America"  has  to  most  of  us  carried  with  it  the  idea  of  finance  and 
commerce;  in  other  words,  the  measuring  of  values  and  the  handling 
of  products  rather  than  the  idea  of  their  production. 

We  have  relatively  gone  behind  the  rest  of  the  world  in  our 
agricultural  methods,  and  in  our  nourishment  and  care  of  the  farm- 
ing interests.  Our  thought  has  not  been  focused  in  that  direction. 
Yet  no  one  doubts  that  agriculture  is  the  foundation  stone  of  the 
nation's  material  welfare,  and  also  of  its  political  stability. 

We  must  pay  more  attention  to  agriculture  if  the  national 
structure  is  to  have  the  proper  proportions.  No  good  architect 
will  build  a  skyscraper  on  a  weak  or  dangerous  foundation.  Why 
should  we  as  a  nation  build  a  top-heavy  structure?  Why  should 
we  longer  neglect  the  things  that  are  basic? 

It  is  safe  to  assume  that  we  will  not  overlook  the  fundamental 
principles  that  are  vital  to  the  future  of  the  nation.  Many  signs 
point  to  the  fact  that  agriculture  is  to  be  revivified;  that  it  will  be 
placed  on  a  footing  which  will  make  it  attractive  and  profitable.  In 
bringing  our  agriculture  up  to  date  in  methods  and  in  opportunities, 
we  will  do  more  than  can  be  done  in  any  other  way  toward  bringing 
the  nation  to  its  hightest  eflSciency  and  its  possibilities  for  the 
comfort  of  its  population. 

The  public  is  recognizing,  through  its  increasing  support  of  the 
agricultural  departments  of  the  various  states  and  of  the  United 
States,  the  importance  of  giving  to  the  farmer — the  man  who  is 
engaged  in  the  most  scientific  of  all  industries — the  opportunity  to 
learn  the  best  methods  of  increasing  the  quantity  and  quality  of  his 
crops.  Scientific  farming  is  being  taught  in  our  universities  and 
agricultural  colleges.  Daily  papers  and  magazines  are  devoting 
more  space  to  subjects  relating  to  country  life  and  to  agriculture, 
and  are  continually  finding  a  more  widespread  interest  in  these 
subjects.  It  is  beginning  to  be  believed  that  the  rural  schools 
should  devote  part  of  the  time  to  teaching  subjects  of  rural  interest 
rather  than  those  which  relate  to  urban  life.  We  hear  much  of 
boys'  corn  clubs,  pig  clubs,  and  girls'  canning  clubs;  of  moonlight 
schools,  rural  life  schools,  and  similar  undertakings,  many  of  which 
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have  been  inaugurated  through  the  cottperative  work  of  the  govern- 
ment and  of  the  state  department  officials. 

Scientists  have  recently  contributed  much  to  agriculture 
through  the  development  of  methods  of  fertilization,  seed  selection, 
and  the  perfection  of  appliances  for  the  substitution  of  mechanical 
power  in  cases  where  the  farm  work  was  formerly  done  by  manual 
labor  and  the  help  of  farm  animals. 

Perhaps  no  contribution  has  been  of  more  importance,  or  rather 
promises  to  be  of  more  importance,  because  it  is  only  just  initiated, 
than  the  spread  of  knowledge  relating  to  the  usefulness  of  different 
kinds  of  bacteria  in  stimulating  vegetable  growth.  Through  the 
use  of  nitrogen-producing  bacteria,  which  thrive  on  the  roots  of 
legumes,  the  growth  of  these  leguminous  plants  is  greatly  increased 
as  well  as  their  power  to  take  from  the  air  large  quantities  of  nitrogen 
and  make  it  available  in  the  soil  as  plant  food.  By  this  means  it  is 
possible  to  bring  the  soil  up  to  a  state  of  fertility  and  productiveness 
which  has  heretofore  been  unknown.  This  one  discovery  is  suffi- 
cient to  shape  a  new  era  in  agriculture. 

Again,  the  application  of  power  machinery,  especially  the  Im- 
plements for  plowing  and  harvesting,  has  now  reached  a  point  where 
it  will  make  an  entirely  new  thing  of  life  on  the  farm.  This  perhaps 
has  been  an  outgrowth  of  the  development  of  the  automobile  and 
the  areoplane;  but  it  is  far  more  important  than  either.  When  a 
farmer  can  plow  ten  times  the  amount  of  land  at  the  same  cost  as 
heretofore,  many  of  the  problems  of  agriculture  immediately  dis- 
appear; when  he  can  reap  fifty  acres  of  land  for  the  same  expen- 
diture of  time  and  money  that  he  could  formerly  reap  five,  he  is 
emancipated. 

The  engines  and  the  machines  for  doing  this  are  just  being 
produced.  They  have  reached  a  stage  of  development  which  makes 
the  result  a  certainty.  Some  of  these  machines  will  be  small  enough 
so  that  they  can  do  the  work  of  a  man  on  a  five-acre  farm;  others 
are  big  enough  and  heavy  enough  to  be  important  units  on  a  five- 
thousand-acre  farm.  This  result  has  been  the  question  of  applying 
the  brains  of  the  inventor  to  the  needs  of  the  farmer. 

Now,  let  us  go  back  to  the  statement  of  the  president  of  the 
American  Chemical  Society:  What  is  the  purpose  of  all  this»  and 
what  is  the  good  of  all  this,  unless  it  makes  for  the  general  good  of 
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humanity?    The  accumulation  of  wealth  is  only  a  means  to  an  end, 
and  the  question  is,  to  what  end? 

If  we  can  conceive  of  the  highest  use  of  the  potential  forces 
surrounding  us,  if  the  public  mind  is  awakened  to  the  national  pos- 
sibilities, then  the  seed  has  been  sown  which  will  stimulate  the 
nation  into  new  and  more  constructive  life. 

With  agricultural  departments,  with  corn  clubs  and  canning 
clubs;  with  manufacturers  who  are  pleasing  the  public  and  who  are 
devising  means  to  protect  their  employees;  with  helpful  publications 
which  are  sent  broadcast  over  the  country;  with  capitalists,  for- 
merly designated  as  philanthropists,  who  are  using  their  wealth  for 
other  and  higher  purposes  than  self-indulgence,  we  have  certainly 
reached  a  stage  which  has  in  it  ground  for  healthy  optimism.  But 
it  seems  that  this  has  all  just  reached  the  same  status  as  has  the  art 
of  using  bacteria  for  the  increase  of  soil  fertility  and  the  art  of  using 
mechanical  power  for  revolutionizing  agriculture.  We  have  all  of 
the  materials  ready;  we  have  the  germ  which  is  necessary  to  the 
cultivation  of  human  welfare;  we  are  ready  to  make  the  application. 
Humanity  is  on  the  threshold  of  something  bigger  than  it  has  had. 

When  the  farmer  is  raising  one  hundred  bushels  of  corn,  or  two 
bales  of  cotton,  or  thirty  hogs  to  the  acre;  when  his  girls  are  raising 
and  canning  much  of  the  food  that  people  will  need;  will  the  progress 
towards  human  welfare,  towards  education,  and  toward  those  com- 
forts and  refinements,  which  are  considered  the  products  of  civil- 
ization, keep  pace  with  his  development?  Will  the  laborer  in  the 
factory  and  in  the  mine  understand  the  employer  better?  Will  the 
capitalist  be  as  much  interested  in  the  welfare  of  those  who  are 
working  for  him  as  he  is  in  the  dividends  which  are  being  paid  from 
his  investments?  Will  our  legislators  understand  that  it  is  ex- 
pected of  them  to  make  laws  which  will  bring  about  the  spread  of 
this  better  feeling?    If  so,  there  is  much  to  be  done. 

When  a  farmer  recently  pointed  out  to  me  a  small  piece  of 
ground  and  explained  that  he  had  planted  on  it  one  and  one-half 
pints  of  beans,  and  had  produced  and  marketed  $90  worth  of  beans, 
it  was  a  revelation  not  only  as  to  the  possibilities  but  also  the  ad- 
vantages of  using  ten  cents  worth  of  beans  and  a  small  piece  of 
ground  in  the  effort  to  be  helpful,  rather  than  using  the  ten  cents 
direct. 

Perhaps  encouraged  by  this  information  and  the  conclusion 
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which  it  naturally  leads  to,  the  experiment  was  tried  of  taking  a  few 
destitute  families  from  Belgium  and  helping  them  to  raise  their  own 
food  supplies  on  small  tracts  of  fertile  land.  They  were  put  to  work 
planting  vegetables  the  day  after  their  arrival,  and  in  sixty  to  ninety 
days  had  more  food  than  they  knew  what  to  do  with;  in  fact,  the 
superabundance  of  food  was  their  main  trouble  in  life,  and  was 
actually  a  cause  of  discontent. 

There  are  hundreds  of  millions  of  acres  of  productive  land  now 
unused  in  the  United  States.  Plans  should  be  perfected  for  the 
occupancy  and  proper  use  of  these  lands.*  This  is  easy  to  say,  but 
extremely  difficult  of  accomplishment.  Many  of  the  problems 
which  are  incidental  to  such  a  result  have  been  overlooked  or  for- 
gotten or  are  still  to  be  solved.  We  speak  of  the  aggregate  wealth 
produced  by  the  farmers,  and  forget  the  infinite  toil  and  hardship 
and  risk  of  the  individuals  in  producing  this  wealth.  We  overlook 
the  fact  that  except  for  removable  handicaps  this  wealth  could  be 
from  two  to  four  times  as  great  as  it  is,  with  the  same  expenditure  of 
effort. 

To  make  the  unused  lands  available  and  attractive,  the  brains  of 
the  nation  must  be  focused  on  plans  through  which  worthy  people 
can  safely  establish  themselves  on  the  land.  This  is  essential  for 
the  purpose  of  independence  and  immediate  profit,  but  it  is  of  far 
more  importance  as  a  protection  against  want  in  old  age. 

Here  is  where  our  present  industrial  system  falls  down.  We 
use  up  the  best  there  is  in  a  man;  we  encourage  him  in  many  forms 
of  extravagance.  Perhaps  the  most  fortunate  thing  for  him  to  do 
is  to  die  while  in  the  traces.  If  he  is  unfortunate  enough  to  live 
beyond  the  "military  age,"  he  is  automatically  thrown  aside. 
What  becomes  of  him  after  that  is  not  a  matter  of  national  thought. 
It  is  too  bad,  but  we  have  neither  time  to  consider  it  nor  prevent  it. 

A  few  people  support  soup  kitchens,  build  model  tenements,  and 
subscribe  to  home  mission  funds;  but  this  is  plainly  inadequate  and 
a  mild  palliative  for  a  serious  national,  and,  in  fact,  international 
problem. 

It  would  seem  that  the  proper  development  of  agriculture  and 
the  right  use  of  the  vast  potential  resources  which  we  have  in  our 
unoccupied  lands  would  afford  a  solution  for  our  present  waste  of 
human  life  and  opportunity;  would  relieve  the  constant  poverty  and 
distress  of  our  womout  units.    Before  such  an  ideal  can  be  carried 
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out,  it  would  be  necessary  to  have  better  methods  of  du-ecting 
people  to  suitable  locations;  better  financial  legislation  in  the  nature 
of  rural  credits;  better  marketing  facilities,  so  that  too  great  a  share 
of  the  wealth  production  would  not  be  absorbed  by  interests  which 
now  come  between  the  producer  and  the  ultimate  consumer.  People 
who  have  agricultural  inclinations,  or  training,  or  ability,  should 
find  it  profitable  and  attractive  to  live  on  the  land  and  in  rural 
communities  made  far  better  and  more  modem  than  they  have 
been  in  the  past.  Through  concentrated  national  thought  the 
drift  of  the  people  could  'be  directed  toward  the  open  country  in- 
stead of  toward  the  congested  centers.  A  man's  occupation  in  the 
manufacturing  industries  should  be  universally  recognized  as  being 
of  a  temporary  nature,  just  as  is  the  case  in  European  countries 
with  military  service;  and  after  making  use  of  his  capabilities  during 
a  period  of  years,  he  should  have  been  induced  to  provide  for 
himself  an  opportunity,  or  it  should  be  provided  for  him,  so  that  he 
could  spend  his  remaining  years  in  healthful  occupation,  under 
conditions  of  absolute  independence,  by  cultivating  or  directing  the 
cultivation  of  land. 

The  cultivation  of  land  can,  by  the  application  of  science,  be 
brought  down  almost  to  the  question  of  the  use  of  brains.  The 
necessary  brains  can  be  furnished  by  a  man  beyond  middle  age  as 
well  as  at  the  stage  of  his  greatest  physical  vigor.  They  can  be 
furnished  just  as  well  by  a  woman. as  they  can  by  a  man.  The 
problem  comes  down,  first,  to  the  recognition  of  the  need;  second,  to 
the  conception  of  the  possibihties;  and  third  to  devoting  a  fair  share 
of  the  national  ability  to  removing  obstacles  and  applying  informa- 
tion that  we  already  have  available.  The  result  will  be  the  doing 
away  with  pauperism,  and  the  raising  of  the  national  scale  of  in- 
telligence and  comfort. 

We  may  learn  from  this  war.  Everyone  who  reads  recognizes 
now  the  importance  of  organized  efficiency.  The  results  so  far 
achieved  have  been  measured  by  this.  The  hope  of  Germany  has 
been  due  to  the  fact  that  she  was  far  in  advance  of  the  rest  of  the 
world  in  organization  and  methods  of  cooperation.  This  effect  has 
been  secured  through  a  strong  form  of  government  which  could  say, 
do  this,  and  it  was  done.  While  this  was  the  quickest,  it  is  perhaps 
not  the  best,  and  certainly  not  the  only  way. 

If  democracy  can  be  enlightened  to  a  point  where  the  different 
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units  voluntarily  say,  let  us  do  this  for  our  common  welfare,  it  will 
be  infinitely  superior  to  having  done  the  same  thing  in  unreason- 
ing obedience;  and  it  will  have  more  permanence.  The  people 
will  then  so  influence  and  shape  the  federal  government  that  it  will 
be  a  clearing  bouse  for  our  national  industrial  problems;  but  bet- 
ter, perhaps,  it  will  be  a  great  laboratory  in  which  our  national 
problems  are  first  analyzed  and  then  by  a  synthetic  process  sound 
policies  constructed  and  enforced.  The  results  would  be  returned  to 
the  people  in  a  way  that  would  be  most  beneficial. 

To  make  progress  we  must  have  the  benefit  of  inventive  minds, 
and  we  must  have  the  backing  of  public  opinion.  This  public 
opinion  must  be  expressed  in  terms  of  legislation  in  order  to  clear 
the  way  for  practical  results.  As  an  illustration  we  may  consider 
the  question  of  immigration.  Perhaps  no  one  can  predict  the  out- 
come of  the  influences  at  work  in  Europe.  Some  think  that  immi- 
gration to  this  country  will  be  entirely  stopped.  Others  think  that 
the  United  States  will  be  flooded  with  people.  Of  those  holding  the 
latter  theory,  there  are  the  sub-groups,  some  of  whom  think  it  would 
be  a  calamity,  and  others  think  it  would  be  a  vast  benefit. 
Healthy  immigration  should  be  a  great  upbuilding  influence  in 
this  country.  It  should  help  the  immigrant  as  well  as  ourselves. 
There  is  no  growth  so  important  or  so  profitable  as  the  growth  of 
population;  but  it  goes  without  saying  that  this  growth  of  popula- 
tion should  be  of  the  right  quality  and  should  be  properly 
directed  and  cared  for.  Any  misused  force  is  dangerous.  A  study 
of  the  history  of  this  country  for  the  past  twenty  years  will  show 
that  the  tide  of  immigration,  even  though  it  has  been  handled 
in  a  haphazard  way  and  with  little  thought,  except  perhaps  to  ex- 
ploit the  immigrant,  has  been  beneficial.  But  if  the  sturdy  people 
who  are  now  showing  such  splendid  qualities  in  Europe,  can  be 
directed  under  scientific  guidance  to  our  vast  areas  of  unused  land, 
the  benefits  would  be  beyond  estimate  to  them  and  to  us.  It  may 
be  taken  without  question  that  anyone  who  is  willing  to  go  on  the 
land  and  make  a  living,  is  a  desirable  citizen.  The  land  and  its 
problems  which  make  it  necessary  to  work  understandingly  with 
nature,  may  be  considered  to  have  the  qualities  of  a  great  filter. 
which  will  automatically  separate  the  worthy  citizen  from  the  un- 
worthy. The  man  who  wishes  to  make  a  living  by  exploiting  his 
fellows  naturally  seeks  the  slums  of  the  great  cities,  and  he  soon 
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becomes  a  menace  to  the  people  and  to  the  institutions  of  his 
country. 

As  the  wealthiest  neutral  nation  in  the  world  we  are  under 
certain  obligations  to  care  for  the  suffering  people,  either  in  their 
own  homes  or  in  ours;  in  their  countries  or  in  America.  Both 
methods  will  undoubtedly  be  employed.  It  is  a  requirement  of  oxir 
time  and  of  humanity. 

We  have,  wisely,  in  this  country,  commissions  and  societies  for 
the  study  of  different  problems.  One  of  the  latest  and  perhaps  one 
of  the  most  important  steps,  was  to  form  a  group  of  scientists  to 
pass  upon  inventions  to  be  used  in  the  Navy  for  the  purpose  of 
warfare;  or,  as  we  like  better  to  express  it,  for  the  purpose  of  pre- 
venting war  and  protecting  our  country.  Is  the  time  not  now  ripe 
for  calling  together  scientists  and  sociologists  for  the  study  and 
recognition  of  methods  and  legislation  having  for  its  purpose  the 
betterment  of  human  conditions?  It  would  seena  that  through  such 
an  organized  group  we  could  reach,  by  democratic  means,  a  degree 
of  efficiency  and  comfort  not  less  satisfying  than  that  which  we  know 
has  been  reached  in  other  countries  by  different  methods;  and  it 
would  seem  wise  in  future  not  to  devote  the  best  thought  of  America 
in  too  great  proportions  to  piling  up  trade  balances  or  perfecting  the 
methods  of  manufacturing,  to  stimulating  commerce  or  developing 
our  means  of  defense,  imless  we  can  carry  with  these,  and  under- 
lying them  all,  what  many  men  have  recently  seen  and  are  reaching 
for,  but  have  not  sufficiently  focused  on — the  good  of  hmnanity. 
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GENERAL  WORKS  IN  ECONOMICS 

Clabkb,  a.   G.    a    Text-Book  on  National   Economy.    Pp.  vii,  105.    Frice, 
38.  6  d.    London:  P.  S.  King  &  Son,  1915. 

Dr.  Clarke  considers  more  than  the  economy  of  a  nation  taken  as  a  unit. 
He  studies  the  constituent  parts.  He  investigates  closely  the  internal  machinery 
of  a  nation's  economic  activities  to  see  that  all  parts  are  well  kept,  well  constructed 
and  well  regulated. 

In  the  first  half  of  the  book  the  economic  organization  is  reviewed.  Competi- 
tion that  obstructs  and  competition  that  serves  are  contrasted.  Individual 
activity  that  serves  the  country  and  individual  activity  that  does  not  serve  the 
country  are  compared  and  their  influence  shown.  Also  wealth  as  regards  dis- 
tribution in  dynamic  industry  is  treated. 

In  part  II  the  general  organization  for  an  effective  and  efficient  national 
economy  is  outlined.  Education,  national  health  and  energy  and  the  land  prob- 
lem form  the  main  centers  of  interest. 

The  book  is  not  one  of  the  easiest  to  read.  The  author's  main  theme,  how- 
ever, calling  for  an  investigation  of  every  force  contributing  to  national  economy 
oonmiands  attention  and  gives  real  worth  to  the  treatise. 

C.  E.  R. 

Day,  Edmund  E.  and  Davis,  Joseph  S.     Questions  on  the  Principles  of  Economics, 
Pp.  vii,  141.     Price,  50  cents.    New  York:  The  MacmiUan  Company,  1915. 

A  systematic  outline  of  questions  and  problems,  serviceable  in  any  general 
course  in  economics,  but  particularly  so  where  Taussig's  Principles  of  Economics 
is  used  as  a  textbook. 

R.  C.  McC. 

GiDB,  Charles  and  Rist,  Charles.    A  History  of  Economic  Doctrines.    Pp. 
xxiii,  672.    Price,  $3.00.    Boston:  D.  C.  Heath  and  Company,  1915. 

No  work  in  English  dealing  with  the  history  of  economic  thought  has  ap- 
peared which  approaches  essential  aspects  of  economic  doctrine  with  such  philo- 
sophic insight  as  does  this  work.  No  attempt  is  made  to  incorporate  full  outlines 
of  the  theoretical  structures  of  successive  economic  thinkers,  but  the  place  of  the 
thought  of  each  writer  in  the  doctrinal  development  of  his  epoch  is  brought  out 
with  great  clearness.  Details  are  woven  in  only  so  far  as  need  be  to  clarify  and 
illustrate.  The  result  is  a  continuity  of  treatment  that  clearly  depicts  tendencies 
in  economic  thought  during  the  past  two  centuries,  and  affords  a  well-balanced 
Judgment  of  the  conflicting  viewpoints  of  theoretical  groups. 

R.  C.  McC. 
287 


Digitized  by 


Google 


288  The  Annals  of  the  American  Academy 

Hamix/ton,  Walton  H.    Readings  in  Cvrrent  Economic  Problema,    Pp.  xxxix, 
789.    Price,  $2.75.    Ann  Arbor:  University  of  Michigan,  1915. 

ABSOciated  with  the  teaching  of  economic  law  and  economic  theory  is  the 
desire  for  practical  application  of  such  law  and  theory.  To  meet  this  need  the 
University  of  Chicago  Press  in  1913  gave  a  helpful  volume  in  Materials  for  the 
Stvdy  of  Elementary  Economics.  Another  urgent  need,  however,  was  still  felt — a 
need  for  collected  material  upon  our  vital  economic  and  commercial  problenus,  a 
desire  for  information  on  those  questions  of  the  day  upon  which  there  is  live  dis- 
cussion, financial  conflict  and  industrial  unrest.  Current  Economic  Problems 
attempts  to  fill  such  a  need. 

TTie  volume  is  a  collection  of  many  viewpoints  gleaned  from  an  exceptionally 
large  number  of  writers.  Here  and  there  the  author  picks  up  bits  of  material 
which  he  attempts  to  weave  into  a  unified,  organized  whole,  covering  our  principal 
economic  problems.  The  reader  soon  realizes  that  in  lieu  of  a  definite  formula- 
tion or  outlining  of  the  problems  we  have  a  collection  of  attitudes  toward  indus- 
trial difficulties.  This  constitutes  the  discordant  note  one  is  boimd  to  observe, 
especially  if  there  is  a  search  being  made  for  collateral  reading  on  current 
problems. 

C.  E.  R. 

GEOGRAPHY 

Db  Lara,  Gutierrez  and  Pinchon,  Edgcumb.  The  Mexican  People:  Their 
Struggle  for  Freedom.  Pp.  xi,  360.  Price,  I1.5D.  New  York:  Doubleday, 
Page  and  Company,  1914. 

KoEBEL,  W.  H.  The  South  Americana,  Pp.  vii,  366.  Price,  13.00.  New  York : 
Dodd,  Mead  and  Company,  1915. 

This  volume  aims  to  give  an  account  of  the  people,  life,  resources  and  indus- 
tries of  the  South  American  continent.  The  method  of  treatment  is  by  topics 
rather  than  by  the  more  common  method  employed  in  books  on  South  America 
of  treating  each  country  separately.  The  author  gives  the  first  two  chapters  to 
South  America  To-day  and  The  South  Americans  at  Home;  the  remaining  chai>- 
ters  taking  such  topics  as  Labour,  Literature  and  the  Press,  Industrial  Opportuni- 
ties, Minerals,  Products,  Ports,  etc.  In  each  chapter  the  treatment  covers  all 
the  countries  on  the  subject  under  discussion.  The  author  recognizes  and  em- 
phasizes the  differences — socially,  economically  and  politically — between  the  dif- 
ferent parts  of  the  continent,  and  in  many  instances  attempts  to  bring  out  the 
contrasts  found.  Nevertheless,  many  general  statements  are  made  that  do  not 
apply  to  all  the  continent  and  which  will  leave  the  indiscriminating  reader  with  a 
wrong  impression.  As  is  inevitable  in  a  single  book  covering  so  large  a  field  on 
so  many  different  topics,  the  information  is  fragmentary  and  often  incomplete. 
Much  more  prominence  is  given  to  the  southernmost  countries  and  the  author 
shows  a  surer  and  more  comprehensive  grasp  of  facts  when  dealing  with  these 
coimtries.  The  information  on  the  northern  countries  is  not  only  limited  in 
amount,  but  is  in  some  cases  unreliable  as  well  as  incomplete.  For  instance  (p. 
200),  in  the  mineral  resources  of  Venezuela,  silver,  tin,  onyx — ^minerals  that  do 
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not  enter  into  Yenesuelan  trade  at  all — are  given  prominent  mention,  and  asphalt, 
by  far  the  most  important  developed  mineral  resource,  is  not  even  mentioned. 
Again,  the  diamonds  of  Brazil  are  described  as  if  they  were  a  present-day  re- 
source of  great  importance,  whereas  they  are  of  comparative  insignificance.  As 
a  general  sketch  of  the  continent  and  its  economic  conditions,  the  book  is  not 
without  value.  It  will  serve  the  purpose  well  of  giving  a  reader  a  general 
impression  of  the  South  American  and  his  present  day  economic  development. 

G.  B.  ROO&BACH. 

Univerniy  of  Pennsyhania. 

Reyes,  Gbn.  Ratael  (Trans,  from  Spanish  by  Leopold  Grahame).  The  Two 
Americas.  Pp.  xxxii,  324.  Price,  $2.50.  New  York:  Frederick  A.  Stokes, 
1914. 

AGRICULTURE,  MINING,  FORESTRY  AND  FISHERIES 

Cbomwell,  Abthub  D.  .AgncuUure  and  Life,  Pp.  x,  369.  Price,  $1.50.  Phil- 
adelphia: J.  B.  Lippincott  Ck)mpany,  1915. 

The  author's  aim  is  to  furnish  a  book  for  teachers  of  rural  schools  primarily 
which  will  help  them  in  presenting  agriculture.  He  adopts  the  scheme  of  making 
his  book  foUow  the  order  of  farm  work  from  September  on,  in  order  that  the  school 
lessons  may  have  direct  bearing  on  the  home  interests  of  the  pupil. 

The  actual  test  of  such  a  book  is  the  way  it  works.  It  is  intended  to  be  sug- 
gestive to  teachers  and  is  therefore  heavily  illustrated.  It  is  hard  to  see  the  value 
of  many  of  the  illustrations  chosen.  Covering  so  much  ground,  the  various  para- 
graphs are  often  extremely  condensed  and  the  teacher  will  have  to  supplement 
the  information  given  ere  she  does  much  with  her  pupils.  Perhaps  this  is  intended . 
An  enormous  number  of  facts  are  given  and  the  volume  on  the  whole  seems  well 
adapted  to  its  purpose. 

C.  K. 
MANUFACTURING  INDUSTRY 

Dburt,  Horace  Bookwaltbr.  Scientific  Management,  Pp.  222.  Price,  $1.75. 
New  York:  Columbia  University,  1915. 

Scientific  Management  has  been  written  chiefly  by  the  technical  man  in  a 
highly  "practical"  way.  We  have  had,  without  end,  disciission  of  time  study, 
functional  management,  the  differential  rate,  and  the  instruction  card.  We  have 
been  waiting  for  a  comprehensive  description  and  discussion  of  the  movement 
"scientific  management." 

Dr.  Drury  gives  us  a  comprehensive  history  of  the  movement  from  its  begin- 
ning in  the  discussions  of  systems  of  pay  before  the  American  Society  of 
Mechanical  Engineers.  In  Part  I,  he  tells  us,  in  a  way  that  is  clear  to  the  general 
economic  reader,  the  history,  the  character,  the  plants,  and  the  methods  of 
scientific  management.  In  Part  II,  he  points  out  its  industrial  and  social  possi- 
bilities and  limitations.  It  is  a  painstaking  work  written  by  a  man  with  vision. 
The  chief  defect  is  a  tendency  to  repeat. 

J.  H.  W. 
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COMMERCE  AND  TRANSPORTATION 

Westbrfield,  Rat  Bert.    Middlemen  in  English  Business,  1660-1760.     Pp. 
332.    Price,  $3.40.    New  Haven:  Yale  University  Press^  1915. 


ACCOUNTING,    BUSINESS    METHODS,    INVESTMENTS    AND    THE 

EXCHANGE 

Fisher,  Irving.  Why  the  Dollar  is  Shrinking.  Pp.  ix,233.  Price,  $1.25.  New 
York:  The  Macmillan  Company,  1914. 

This  is  a  condensation  and  popularization  of  the  author's  larger  and  more 
technical  volume  The  Purchasing  Power  of  Money.  The  views  expressed  are 
the  ones  familiar  to  those  who  are  following  Professor  Fisher's  work.  A  postscript 
added  after  the  book  had  been  printed  but  not  issued  predicts  a  still  further  rise 
in  prices  and  in  the  cost  of  living,  an  increase  that  will  be  felt  more  in  Europe 
than  in  the  United  States. 

E.  M.  P. 

Ghosh,  H.  Hemantakumar.     Theory  of  Codperalive  Credit     (2d  Ed.)     Pp.  Ivi, 
212.    Price,  4s.    London :  Kegan  Paul,  Trench,  TrQbner  and  Company,  Ltd., 
1915. 

This  volume  is  a  creditable  attempt  to  examine  the  principal  facts  and  main 
issues  involved  in  this  increasingly  important  form  of  economic  cooperation  and 
to  show  its  position  in  relation  to  the  larger  credit  system. 

In  the  first  chapter  the  author  sketches  the  evolution  of  the  many  € orms  of 
codperation  resulting  from  the  failure  of  individual  effort  in  the  "struggle  for 
existence"  and  the  modem  ''struggle  in  life."  The  seven  succeeding  chapters 
discuss  the  main  features  of  the  tutsX  and  urban  cooperative  credit  systems  of 
Germany,  Italy,  and  India.  Chapter  IX  traces  the  evolution  of  credit.  The 
final  chapter  compares  the  leading  systems  of  cooperative  credit  with  respect  to 
their  compliance  with  the  fundamental  laws  of  cooperation  and  presents  the 
essential  points  of  difference  between  cooperative  and  "individualistic"  credit. 

Though  in  the  main  a  theoretical  treatise  intended  to  stimulate  further 
enquiry  by  the  student,  the  book  will  be  appreciated  by  the  general  reader.  Of 
special  interest  are  the  chapters  dealing  with  existing  economic  conditions  in 
India,  the  progress  of  the  cooperative  movement  and  the  potential  value  of  coop- 
erative credit  in  breaking  down  hostility  between  castes  and  relieving  the  pressure 
upon  small  farmers  and  industrial  workers,  concerning  which  the  author  is  partic- 
ularly well  qualified  to  write. 

A.  H.H. 

la6or  problems 

Abhworth,  John  H.  The  Helper  and  American  Trade  Unions.  Pp.  vi,  134. 
Price,  75  cents  paper,  $1.00  cloth.  Baltimore:  The  Johns  Hopkins  Press, 
1915. 
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Hathttrst,  E.  R.  a  Survey  of  Industrial  HeaUhrHazarda  and  OccupaHanal 
Diseases  in  Ohio.  Pp.  xiv,  438.  Columbus:  Ohio  State  Board  of  Health, 
1915. 

Henderson,  Chables  R.  Citizens  in  Industry.  Pp.  xviil,  342.  Price,  $1.50. 
New  York:  D.  Appleton  and  Company,  1915. 

Professor  Henderson  has  given  us  m  his  last  book  a  suggestive  analysis  of 
the  newer  movements  in  industry.  Safety  and  health,  welfare  work,  scientific 
management  are  subjects  that  are  in  the  minds  of  leaders  and  thinkers  in  business. 
These  are  here  discussed  in  relation  to  the  larger  problem  of  the  well-being  of  the 
community  as  a  whole.  The  main  theme  is  the  question  of  the  democratization 
of  industry.  The  author  believes  that  this  is  possible  and  that  it  is  rapidly  coming 
to  pass.  An  appended  list  of  establishments  at  present  doing  welfare  work, 
although  admittedly  incomplete,  is  imposing.  The  bibliography  is  valuable. 
This  voliune  should  lead  the  way  to  the  necessary  further  study  of  the  many 
subjects  that  could  only  be  mentioned  in  this  volume,  because  of  its  size. 

A.  F. 

MONEY,  BANKING  AND  FINANCE 

Dawes,  Charles  G.  Essays  and  Speeches,  Pp.  427.  Price,  $3.00.  Boston: 
Houghton,  Mifflin  Company,  1915. 

SOCIOLOGY  AND  SOCIAL  PROBLEMS 

Adu:r,  Felix.  Marriage  and  Divorce,  Pp.  91.  Price,  75  cents.  New  York: 
D.  Appleton  and  Company,  1915. 

Three  lectures  delivered  before  the  New  York  Society  for  Ethical  Culture, 
entitled  Marriage,  Divorce,  and  The  Illusions  and  the  Ideals  of  Marriage.  The 
point  of  view  is  highly  idealistic.  The  author  would  not  grant  divorces  for  any 
reason  whatever,  allowing  only  legal  separation. 

J.  P.  L. 

Ames,  Edwabd  Scribner.  The  Higher  Individualism,  Pp.  162.  Price,  $1.10. 
Boston:  Houghton,  Mifflin  Company,  1915. 

This  little  volume  consists  of  some  eight  sermons  originally  delivered  at 
Harvard  University.  They  deal  primarily  with  the  attempt  to  interpret  the 
world  in  present-day  terms.  They  emphasize  the  call  of  special  service,  of  personal 
idealism  that  finds  expression  in  acts  rather  than  words.  The  author  does  not 
fear  science  or  new  truth.  He  has  given  us  a  book  of  unusual  charm  and  merit 
which  should  be  favorably  received  and  which  impresses  the  critic  as  one  that  will 
oonunand  the  attention  of  college  men. 

C.K. 

Bailward,  W.  a.  Some  Recent  Developments  of  Poor  Relief.  Pp.  46.  Price, 
6d.    London:  P.  S.  iOng  and  Son,  1914. 

This  h'ttle  booklet  is  made  up  of  a  reprint  from  The  Economic  Journal, 
December  1912,  together  with  supplementary  material.    It  is  written  by  a  man 
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who  has  been  officially  connected  with  the  Public  Poor  Relief  in  England,  He 
believes  that  since  the  introduction  of  the  old  age  pensions  and  the  various  other 
reforms  of  the  last  ten  years  there  has  come  a  marked  decrease  in  the  efficiency 
of  the  public  care  of  the  poor,  and  he  presents  evidence  to  justify  his  belief. 
His  remedy  is  the  adoption  of  the  suggestion  of  the  recent  Poor  Law  Commission 
that  all  relief  work  should  be  brought  under  one  head. 

O.K. 

Bullock,  Edna  D.  (Compiled  by).  Selected  Articles  an  Mothers*  Pensions.  Pp. 
xviii,  188.  Price,  $1.00.  White  Plains,  N.  Y. :  The  H.  W.  Wilson  Company, 
1915. 

Coleman,  George  W.  Democracy  in  the  Making,  Pp.  xix,  340.  Price,  $1.50. 
Boston:  Little,  Brown  and  Company,  1915. 

It  was  Dr.  Walter  Rauschenbusch  who  said  that  the  open  forum  is  a  social- 
ized church.     Ford  Hall  of  Boston  portrays  the  truth  of  this  contention. 

Democracy  in  the  Making  gives  the  facts  about  Ford  Hall,  sets  forth  its  spirit, 
makes  clear  its  mission,  and  suggests  means  and  methods  for  the  extension  of  this 
work  in  new  fields. 

Two  wholesome  characteristics  of  the  forum  are  brought  out  by  the  author. 
First,  the  spirit  of  the  fonun  at  Ford  Hall  is  shown  to  be  one  of  hope,  optimism, 
and  outlook.  It  contains  nothing  of  bitterness.  Second,  it  has  proved  a  suc- 
cessful attempt  in  bringing  the  church  and  Christianity  to  a  position  where 
they  are  made  vital  factors  in  social  progress.  One  of  the  crying  needs  of  the 
times  is  to  get  folks  together,  both  in  thought  and  action,  as  regards  urgent 
social  and  economic  problems.  Democracy  in  the  Making  shows  us  how  to  do 
this  very  thing. 

C.  E.  R. 

GiDDiNGS,  Franklin  H.     The  Western  Hemisphere  in  the  World  of  To-Morrow, 
Pp.  48.    Price,  35  cents.     New  York:  Fleming  H.  Revell  Company,  1915. 
This  monograph  is  a  lecture  delivered  under  the  auspices  of  the  New  York 

Peace  Society,  March  1915,  in  which  the  author  analyzes  the  ethnic  composition, 

the  social  inheritance  and  the  social  efficiency  of  the  American  people  in  relation 

to  the  future  of  civilization. 

J.  P.  L. 

Hammond,  Mrs.  L.  H.    In  Black  and  White,    Pp.  244.    Price,  SI. 25.    New 
York:  Fleming  H.  Revell  Company,  1914. 

This  little  volume,  as  its  subtitle  indicates,  is  "an  interpretation  of  Southern 
life."  Written  by  a  southern  woman  who  has  caught  a  clear  vision  of  social 
responsibility,  it  is  most  indicative  of  a  new  spirit  with  reference  to  the  duty  of 
the  whites  to  the  blacks.  Lightened  by  a  delightful  sense  of  humor,  Mrs.  Ham- 
mond teUs  of  the  advances  the  negro  has  made  and  the  handicaps  under  which 
he  has  suffered.  She  does  not  shut  her  eyes  to  the  evils  of  the  Jim-Crow  cars,  to 
the  unequal  position  of  the  two  races  in  the  courts,  to  the  inadequacy  of  the  school 
provisions,  to  the  menace  of  the  housing  situation,  nor  does  she  ignore  the  white 
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man's  share  of  responsibility  for  these  things.  She  is  courageous  and  optimistic 
and  appeals  to  her  fellow  citizens  to  arise  and  combat  the  evils.  Her  appeal 
should  find  many  sympathetic  ears  and  should  open  the  eyes  of  many  at  the  North 
to  the  extent  and  depth  of  the  interest  of  the  South  in  social  questions. 

C.K. 
• 
Hayes,  Edward  Cart.     Introduction  to  the  Study  of  Sociology,    Pp.  xviii,  718. 
Price,  $2.50.    New  York:  D.  Appleton  and  CJompany,  1915. 

In  the  formative  period  of  a  new  science,  a  satisfactory  textbook  cannot  be 
written,  not  because  there  are  not  able  thinkers,  but  because  neither  the  method 
nor  the  material  has  been  standardized  sufl5ciently.  The  appearance  of  the 
present  volume,  almost  simultaneously  with  the  Outlines  of  Sociology  by  Blackmar 
and  Gillin,  indicates  that  the  stage  of  sociologic  science  has  been  reached  in  which 
the  material  has  been  segregated  and  the  method  defined  suflBciently  to  estab- 
lish its  place  in  the  curricula  of  the  colleges  and  universities  of  the  country.  Most 
of  the  volumes  so  far  written  have  evolved  theories,  developed  methods,  discussed 
practical  social  problems.  Professor  Hayes  has  attempted  to  synthesize  the 
entire  field;  to  present  such  a  Conspectus  of  the  science  as  to  bring  it  within  the 
range  of  the  student  regardless  of  whether  or  not  he  has  specialized  in  any  particu- 
lar field.  Such  a  bold  attempt  is  not  without  its  hazards,  but  it  has  a  most 
important  meaning  for  the  standardization  of  sociology.  Other  and  perhaps  nu- 
merous texts  will  no  doubt  appear  in  the  further  development  of  the  science,  all  of 
which  will  be  influenced  if  not  determined  by  the  pioneers. 

Professor  Hayes  has  met  a  real  need  for  the  present.  He  has  presented  the 
material  under  foiur  related  and  correlated  divisions.  Part  I  is  devoted  to  "The 
Causes  that  Mould  the  Life  of  Society. "  These  are  physical,  technic,  psychologic, 
and  social.  Part  II  discusses  "  The  Nature  and  Analysis  of  The  Life  of  Society. " 
Part  III  presents  various  aspects  of  "Social  Evolution, "  and  Part  IV  outlines  the 
problems  and  processes  of  "Social  Control."  The  book  is  to  be  judged  by  its 
purpose — ^that  of  presenting  the  science  in  textbook  form.  For  the  beginner  it 
will  serve  as  an  introduction  to  the  entire  field  of  study.  For  the  advanced  stu- 
dent it  will  indicate  the  direction  of  fiu-ther  needed  reading  and  research.  For 
the  general  reader  it  will  give  a  definite  content  to  the  more  or  less  vague  term, 
sociology.  Professor  Hayes  is  to  be  congratulated  on  his  achievement.  It  is 
the  most  usable  text  for  class  work  thus  far  produced. 

J.  P.  LiCHTENBERGER. 

Univeraity  of  Pennsylvania, 

Healy,  William  and  Healt,  Mart  Tennet.  Pathological  Lying,  Accusaiionf 
and  Smndling.  Pp.  x,  286.  Price,  $2.50.  Boston:  Little,  Brown  and 
Company,  1915. 

GoDDARD,  H.  H.  Criminal  Imbecile.  Pp.  ix,  157.  Price,  $1.50.  New  York: 
The  Macmillan  Company,  1915. 

It  is  not  a  mere  coincidence  that  these  two  volumes  appear  almost  simul- 
taneously. The  science  of  criminology  has  reached  a  stage  of  development  where 
inductive  studies  of  the  character  of  specific  groups  of  criminals  must  supplement 
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the  broader  generalizations.  Emphasis  has  been  shifted  from  the  character  of 
the  crime  to  the  nature  of  the  criminal,  with  the  consequent  individualization  of 
punishment.  Procediu-e  is  likewise  undergoing  a  change  from  considerations  of 
the  violation  of  the  law  to  the  determination  of  the  social  menace  involved,  and 
the  court  is  reconstructing  its  theories  of  responsibility.  These  two  volimies 
serve  admirably  to  facilitate  this  change.  Dr.  and  Mrs.  Healy,  by  an  exhaustive 
study  of  the  question  of  pathological  lying,  accusation  and  swindling,  have  demon- 
strated that  there  is  a  class  of  persons  who  have  perplexed  judges,  lavtryers  and 
juries  because  their  abnormality  has  not  been  understood.  The  method  is  the 
analysis  of  cases  in  which  a  pathological  psychosis  is  the  only  explanation  of  their 
abnormal  conduct.  By  an  isolation  of  this  peculiar  type  of  case  characteristics 
can  be  studied  and  laws  formulated.  From,  1,000  cases  studied  in  the  Juvenile 
Psychopathic  Institute,  which  constituted  the  basis  of  the  epoch-making  work, 
The  Individual  Delinquent,  27  cases  which  exhibit  unn^iistakable  evidence  of  path- 
ological lying  have  been  selected  and  outlined  and  their  common  features  traced. 
It  is  a  remarkable  piece  of  work. 

Of  no  less  importance  is  The  Criminal  Imbecile,  by  Dr.  Goddard.  He  has 
presented  the  first  three  court  cases  in  which  the  Binet-Simon  tests  were  admitted 
in  evidence.  The  book  consists  of  six  chapters  devoted  to  The  Case  of  Jean 
Gianini,  The  Case  of  Roland  Pennington,  The  Case  of  Fred  Tronson,  The  Crimi- 
nal Imbecile,  Responsibility,  The  Punishment  for  Criminal  Imbeciles.  The 
chapter  headings  indicate  the  method  of  treatment.  It  is  a  conspicuously  illu- 
minating piece  of  work  that  should  mark  a  new  epoch  in  the  treatment  of  this 
type  of  criminal. 

These  two  volumes  will  do  much  to  enlighten  public  opinion  and  will  be  of 
great  value  to  all  lawyers  and  judges  who  desire  justice  in  criminal  procedure  and 
treatment.    They  should  have  a  wide  circulation. 

J.  P.  LiCHTENBERGEB. 

University  of  Pennsylvania. 

Hecker,  Julius  F.    Russian  Sociology,  Pp.  309.     Price,  $2.50.    New  York: 
The  Columbia  University  Press,  1915. 

Ideas,  like  rajrs  of  light,  are  "refracted  by  their  media."  The  present  vol- 
ume presents  the  evolution  of  social  thinking  in  Russia  and,  like  all  other  theory, 
it  reflects  the  social,  political  and  economic  conditions  of  the  coimtry  of  its  origin. 
Part  I,  devoted  to  "The  Beginnings  of  Russian  Sociology,"  presents  the  social- 
political  background  in  general  and  in  particular  the  effects  of  Slavophilism  and 
Russophilism  and  Westemism  upon  social  theory.  Part  II  is  devoted  to  an  analy- 
sis of  the  principal  Russian  sociological  thinkers  whom  he  designates  as  subjec- 
tivists:  Lavrov,  Mikholovsky,  Youzhakov  and  Kareyev.  Part  III  outlines 
miscellaneous  theories  and  the  present  trend  in  sociological  thinking,  including 
a  siu^ey  of  the  influence  of  the  Marxists,  anarchists,  revolutionists.  The 
principal  contribution  of  the  volume  is  not  in  the  presentation  of  valuable  theory 
so  much  as  its  practical  demonstration  of  the  influence  of  objective  factors 
upon  subjective  reactions. 

J.  P.  L. 
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HoBHOUBB,  L.  T.  Morals  in  EvoltUian.  (New  Edition,  Revised.)  Pp.  xvi,  648. 
Price,  $3.25.    New  York:  Henry  Holt  and  Company,  1916. 

In  The  Annals  for  July,  1907,  appeared  the  review  of  the  first  edition  of 
this  work.  Very  little  change  is  made  in  the  second  edition  save  for  correction  of  a 
few  points  in  detail.  It  is  a  pleasure  to  note  that  the  work  has  found  so  general 
acceptance  that  this  second  edition  is  required.  It  has  genuine  merit,  and  will 
be  of  special  value  to  students  of  social  evolution. 

O.K. 

Hollander,  Jacob  H.  The  Abolition  qf  Poverty,  Pp.  122.  Price,  75  cents. 
Boston:  Houghton,  Mifflin  Company,  1914. 

Social  reformers  have  for  a  number  of  years  past  preached  the  gospel  of  th* 
abolition  of  poverty,  but  professional  economists  have  for  the  most  part  been  slow 
to  emphasize  the  economic  grounds  underlying  this  program  of  abolition. 

Professor  Hollander's  book  is  a  brief  but  telling  analysis  of  economic  condi- 
tions that  justify  the  reform  program.  Malthusianism  is  a  defunct  issue.  We 
live  in  an  age  of  general  surplus.  The  program  is  that  of  diverting  surplus  to  the 
bettering  of  environing  conditions  and  the  upbuilding  of  character.  Such  are  the 
implications  of  Professor  HoUander's  argimient.  Underlying  facts  are  convinc- 
ingly arrayed  in  support  of  the  argument. 

R.  C.  McC. 

Induatridl  Medicine:  Being  the  Papers  and  DiecuasUme  on  **The  Practice  of  Medi- 
cine  arid  the  InduetrieSf''  preeerUed  at  the  Thirty-ninth  Annual  Meeting  of  the 
American  Academy  of  Medicine^  held  at  Atlantic  CUy^  June  20,  1914.  Pp. 
185.    Price,  $3.00.    Easton:  American  Academy  of  Medicine,  1915. 

The  changed  problems  which  modem  industrial  practices  are  bringing  are 
nowhere  better  indicated  than  in  the  field  of  disease.  By  the  use  of  machinery  and 
present  methods  of  manufacture,  we  have  created  a  new  group  of  diseases.  To 
this  topic  the  volume  is  dedicated.  As  a  matter  of  fact,  those  in  charge  lay  con- 
siderable emphasis  upon  social  questions  growing  out  of  industrial  conditions  and 
the  questions  of  recreation,  child  labor,  etc.,  are  included. 

C.K. 

Keating,  Joseph.    The  Drink  QueaHon.    Pp.  105.    Price,  fid.  London:  P.  S. 

King  and  Son,  1914. 
Wbioht,  Thomas.    Christian  Citizenship.  ,  Pp.  80.    Price,  fid.    London:  P.  S. 

King  and  Son,  1914. 

Two  little  pamphlets  are  before  us,  part  of  a  series  issued  by  the  Catholic 
Social  Guild  of  England.  The  one  is  a  very  moderate  and  thoughtful  discussion 
of  the  drink  question  by  the  Rev.  Joseph  Keating,  in  which  he  outlines  the  pres- 
ent situation,  and  discusses  the  attitude  of  the  church.  In  the  second,  Christian 
Citizenship,  by  the  Rev.  Thomas  Wright,  we  have  a  discussion  of  the  fimction  of 
the  state  and  the  duties  of  the  citizen,  the  relation  of  church  and  state,  and  the 
emphasis  upon  a  desirability  of  introducing  social  reforms  under  church  auspices. 

C.K. 
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McCuLLOCH,  James  E.  (Ed.).  Battling  far  Social  BettermerU,  Pp.  227.  Prioet 
$2.00.  Nashville:  Southern  Sociological  Congress,  1914. 
Under  the  title  of  Battling  for  Social  Betterment  the  Proceedings  of  the  South- 
ern Sociological  Congress  held  in  Memphis,  May  6-10, 1914,  have  been  given  book 
form.  Owing  to  the  fact  that  the  National  Conference  of  Charities  and  Correc- 
tion was  meeting  at  the  same  time,  the  Congress  limited  its  discussions  to  two 
general  subjects — ^The  Church  and  Social  Service,  and  Race  Relations.  It  is 
most  interesting  to  find  a  series  of  addresses  given  largely  by  southern  men,  both 
white  and  black,  on  this  later  topic  included  in  one  volume. 

The  volume  again  calls  attention  to  the  rapid  growth  of  the  interest  in  social 
questions  in  the  South,  which  is  far  more  important  than  the  articles  included 
would  indicate. 

O.K. 

MiLLis,  H.  A.     The  Japanese  Problem  in  the  United  States.     Pp.  xxi,  334.    Price, 

$1.50.    New  York:  The  Macmillan  Company,  1915. 

The  Commission  on  Relations  with  Japan  of  the  Federal  Churches  of  Christ 
in  America  asked  the  author  to  make  this  study.  Basing  his  statistics  upon  the 
reports  of  the  Immigration  Commission,  the  Census  Bureau  and  Japanese  fig- 
ures, he  sketches  the  growth  of  the  Jaf>anese  colony  in  the  country  and  its  dis- 
tribution in  different  sections  and  callings.  He  then  describes  his  personal  inves- 
tigation of  conditions  in  various  conmiunities  before  proceeding  to  discuss  the 
restrictive  legislation  of  recent  years.  He  thinks  there  was  no  real  land  problem 
when  California  passed  its  law  of  1913  but  he  recognizes  that  the  common  people 
thought  there  was  and  admits  that  this  feeling  is  an  important  factor.  The  en- 
tire attitude  of  America,  official  or  private,  is  carefully  considered  and  the  pos- 
sible developments  discussed.  His  statements  are  accurate  and  his  attitude  fair, 
while  very  friendly  towards  the  Japanese.  The  book  should  go  far  towards  cor- 
recting many  misapprehensions  current  in  the  East  as  well  as  in  the  West.  It  is 
readable  and  the  iUustrations  well  chosen. 

O.K. 

More,   Paul  Elmer.    Aristocracy  and   Justice,    Pp.   x,    243.    Price,  $1.25. 

Boston:  Houghton,  Mifflin  Company,  1915. 

A  justification  of  old-fashioned  stcindards  and  a  glorification  of  old-fashioned 
virtues,  so  cleverly  and  forcefully  presented  as  to  be  almost  convincing. 

R.  C.  Mc  C. 

Ralph,  Georgia  G.  Elements  of  Record  Keeping  for  ChUd-kelping  Organizations. 
Pp.  xii,  195.     Price,  $1.50.    New  York:  Survey  Associates,  Inc.,  1915. 

Rbely,  Mary  Katharine  (Compiled  by).  Selected  Articles  on  Immigration. 
Pp.  315.  Price,  $1.00.  White  Plains,  N.  Y.:  The  H.  W.  Wilson  Company, 
1915. 

So  ares,  Theodore  Gerald.     The  SocicU  Institutions  and  Ideals  of  the  Bible. 

Pp.  385.     Price,  $1.50.     New  York:  The  Abingdon  Press,  1915. 

To  those  who  have  regarded  the  Bible  exclusively  in  the  light  of  a  compilation 
of  religious  instruction,  the  present  volume  will  be  something  of  a  new  revelation. 
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Scholars  have  long  regarded  the  Bible  as  a  mine  of  valuable  treasure  in  respect  to 
the  social  customs  and  institutions  of  the  Hebrews.  The  author  has  used  the 
Bible  as  a  source  book  and  supplemented  it  with  available  material  from  history. 

Part  I  deals  with  Hebrew  Social  Institutions.  After  a  chapter  devoted  to 
the  Evolution  of  Hebrew  Social  Institutions  and  one  to  the  Development  of  He- 
brew Social  Legislation,  he  discusses  Domestic  Institutions;  The  Family,  Slavery 
and  Hired  Service;  Education;  Economic  Institutions;  Primitive  Pastoral  life, 
Agriculture,  Industry,  Trade  and  Commerce,  and  Wealth  and  Poverty;  Political 
Institutions;  Clan  and  Tribal  Organization,  Kingship  and  the  Court  Nobility, 
The  Priestly  Aristocracy,  The  Administration  of  Justice;  Religious  Institutions; 
Taboo  and  Holiness,  Sacrifice  and  Offerings,  The  Sabbath  and  The  Festivals, 
Prayer  and  Fasting,  and  The  Synagogue.  Part  II  presents  the  Social  Teachings 
of  the  Prophets  and  the  Sages,  and  Part  III  The  Social  Teachings  of  Jesus. 

The  subject  matter  is  presented  in  textbook  form  with  directions  for  study 
at  the  end  of  each  of  the  35  chapters.  These  references  are  largely  to  scripture 
passages  which  throw  light  upon  the  ideas  presented  in  the  text.  The  material 
is  abundant  for  a  semester  of  two  hoius  per  week  and  with  supplementary  readings 
froni  such  works  as  Schenck,  Sociology  of  the  Bible  and  Wallis,  Sociological 
Study  of  the  Bible  would  provide  an  excellent  course  for  colleges  and  universities 
as  well  as  societies  and  clubs  whose  interests  lie  in  this  direction. 

The  book  should  find  a  place  in  the  library  of  every  minister  and  religious 
teacher.    It  is  a  valuable  contribution  to  the  literature  of  sociology. 

J.  P.  LiCHTENBSROBB. 

UniversUy  of  Pennsylvania, 

Vedder,  Henry  C.     The  Reformation  in  Germany.    Pp.  xliv,  466.    Price,  $3.00. 
New  York:  The  Macmillan  Company,  1914. 

In  addition  to  its  pleasing  and  readable  style,  this  volume  has  distinct  merit. 
It  is  written  by  the  Professor  of  Church  History  of  Crozer  Theological  Seminary — 
a  man  who  knows  his  subject.  Its  tone  is  unusually  fair  and  restrained.  He 
does  not  hesitate  to  set  forth  the  weaknesses  of  Luther  and  the  other  Protestant 
leaders,  nor  to  emphasize  the  good  in  their  opponents.  Moreover,  he  does  not 
isolate  the  religious  question  from  the  other  changes  of  the  time  but  views  the 
whole  period  as  one  in  which  great  economic  and  social  changes  were  occurring,  all 
of  which  were  interdependent.  Furthermore  he  does  not  claim  that  the  Reforma- 
tion worked  miracles  or  gave  the  world  a  new  and  satisfactory  philosophy.  He 
sees  the  evils  into  which  the  reformers  fell  or  were  driven  and  the  weaknesses 
inherent  in  many  of  the  programs  they  adopted.  He  recognizes  that  the  forces 
set  at  work  were  greater  than  men  realized  and  that  there  have  been  significant 
developments  since.  The  result  is  a  volume  free  from  the  excessive  partizan 
claims  so  characteristic  of  many  accounts  of  the  period,  and  is  therefore  to  be 
commended  to  those  who  wish  to  know  something  of  the  history  of  our  intellec- 
tual development. 

C.K. 
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Bacon,  Corinne  (Compiled  by).     Selected   Articles  on  National  Defense.     Pp. 
xxix,  243.    Price,  $1.00.    White  Plains:  The  H.  W.  Wilson  Company,  1915. 

Bacon,  Robert.    For  Better  Relations  with  our  Latin-American  Neighbors,     Pp. 
viii,  186.     Washington:  Carnegie  Endowment  for  International  Peace,  1915. 

This  book  contains  a  record  of  international  service,  the  importance  of  which 
is  not  fully  appreciated  by  the  people  of  the  United  States.  Mr.  ^acon  visited 
Brazil,  Argentina,  Uruguay,  Chile,  Peru  and  Panama  as  the  representative  of  the 
Carnegie  Endowment  for  International  Peace.  Interpreting  his  mission  in  a 
spirit  of  broad  statesmanship,  he  succeeded  not  only  in  arousing  the  interest  but 
also  the  active  co6peration  of  the  leaders  of  thought  and  action  in  these  countries 
in  furthering  the  purposes  of  the  Endowment. 

Mr.  Bacon's  trip  marks  one  of  the  steps  toward  the  development  of  closer 
cultural  and  intellectual  ties  with  the  countries  of  South  America.  In  the  course 
of  this  trip  Mr.  Bacon  delivered  a  number  of  addresses;  especially  notable  were 
those  delivered  at  the  reception  at  the  National  Library  in  Rio  Janeiro,  to  the 
Faculty  of  Law  of  the  University  of  Buenos  Aires,  at  the  Ateneo  of  Montevideo, 
at  the  University  of  Chile  and  at  the  University  of  San  Marcos  of  Lima. 

L.  S.  R. 

Babkbr,  Ernest.    Political  Thought  in  England,    Pp.  256.    Price,  50  cents. 
New  York:  Henry  Holt  and  Company,  1915. 

This  small  volume  affords  an  exceptionally  keen  analysis  and  interpretation 
of  the  development  of  social,  economic  and  political  thought  in  England  from  1848 
to  the  present  day.  The  year  1880  affords  a  sort  of  rough  dividing  line  "between 
the  general  temper  and  tone  of  1864  and  the  tone  and  temper  of  1914."  It  marks 
the  change  from  advocacy  of  laissez  faire  to  advocacy  of  state  interference.  The 
philosophical  and  scientific  background  of  this  change  is  clearly  developed,  and 
contemporary  theorizing  is  critically  outlined  in  a  way  so  suggestive  and  illuminat- 
ing as  to  make  very  clear  the  relation  of  thought  to  propaganda. 

R.  C.  McC. 

Beard,   Charles  A.    Economic   Origins    of  Jeffersonian  DemxKracy,    Pp.    ix, 
474.     Price,  $2.50.    New  York:  The  Macmillan  Company,  1915. 

In  his  earlier  book.  Economic  Interpretation  of  the  Constitution,  Professor 
Beard  essayed  to  prove  that  "the  Constitution  was  a  product  of  a  struggle  be- 
tween capitalistic  and  agrarian  interests."  In  this  volume  he  shows  that  the  same 
interests  which  had  supported  and  opposed  the  adoption  of  the  Constitution 
divided  again  after  its  adoption  into  the  two  parties  of  Federalists  and  Republi- 
cans. The  alignment  of  the  two  parties  was  primarily  economic:  the  Federalists 
were  made  up  of  "security-holding  capitalists,  who  were  quite  generally  merchants, 
traders,  shippers,  and  manufacturers,"  while  the  Republicans  were  "the  debt- 
burdened  agrarians  who  had  fought  the  Constitution  to  the  bitter  end."  In  the 
contest  between  capitalism  and  agrarianism  is  to  be  found  the  explanation  of  the 
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formation  and  policies  of  the  political  parties  during  the  first  decade  of  our  na- 
tional existence. 

The  various  plans  of  Hamilton  for  funding  the  debt,  assumption  of  the  state 
debts,  establishment  of  a  national  bank,  etc.,  were  primarily  capitalistic  in  char- 
acter as  opposed  to  agrarian  and  constituted  a  distinct  bid  to  the  financial,  com- 
mercial, and  manufacturing  classes  to  support  the  new  government.  Professor 
Beard  adduces  the  debates  and  writings  upon  these  measures  to  show  that  these 
lines  were  clearly  drawn  and  the  issues  thoroughly  understood;  he  also,  as  in  his 
earlier  book,  ascertains  who  the  principal  security-holders  were  and  finds  that  in 
the  main  these  supported  the  fiscal  schemes  of  Hamilton,  while  those  not  owning 
securities  voted  against  funding  and  assumption.  So,  too,  in  their  attitude  toward 
taxation,  the  Jay  treaty,  the  building  of  a  stronger  navy,  the  maintenance  of 
peace  with  Great  Britain  in  spite  of  her  treatment  of  our  neutral  shipping,  and 
various  other  problems  that  presented  themselves  during  the  decade  1790-1800, 
the  line  of  cleavage  was  always  the  same — the  capitalistic  Federalists  ever  pur- 
sued their  own  advantage  by  advocating  these  measures,  while  the  agrarian 
Republicans  opposed  a  system  that  yielded  nothing  of  material  benefit  to  them- 
selves. 

In  his  treatment  of  this  period.  Professor  Beard  has  given  us  a  refreshing  dis- 
cussion of  factors  which  have  never  been  altogether  lost  sight  of,  but  which  have 
certainly  been  underemphasized.  In  his  insistence  upon  the  domination  of 
economic  interests  in  determining  many  of  the  political  issue  of  an  earlier  period, 
he  is  introducing  a  true  sense  of  proportion  into  historical  writing.  By  the  use  of 
unprinted  sources  and  of  printed  material  used  in  a  fresh  way  the  author  has 
thoroughly  illuminated  his  subject,  and  made  it  impossible  for  any  one  to  doubt 
the  truth  of  his  thesis. 

There  is  no  intimation  in  the  book  that  the  use  of  the  powers  of  government 
by  the  dominant  party  to  enact  measures  favorable  to  the  property  interests 
involved  any  personal  corruption  on  the  part  of  those  advocating  these  measures; 
indeed,  they  probably  correctly  represented  the  interests  of  their  constituencies, 
just  as  the  opposing  Republicans  represented  the  interests  of  agragrian  com- 
mimities.  On  the  other  hand,  the  author  makes  no  claim  that  agrarianism  was 
the  embodiment  of  political  virtue — "  Jeffersonian  Democracy  simply  meant  the 
possession  of  the  federal  government  by  the  agrarian  masses  led  by  an  aristocracy 
of  slave-owning  planters."  Professor  Beard  is  interested  only  in  showing  that 
the  economic  conflict  between  capitalism  and  agrarianism  is  the  explanation  of 
the  growth  of  parties  and  their  policies.  This  task  he  has  performed  with  ability, 
learning,  and  poise.  It  must  be  said,  however,  that  when  this  is  proved  only  half 
the  work  of  rewriting  the  history  of  this  period  has  been  performed.  Even  more 
important  is  the  reconstruction  of  the  economic  life  and  activities  of  the  people. 
We  must  know  wherein  capitalism  consisted,  what  forms  it  took,  and  how  it 
functioned,  before  we  can  finally  determine  the  influence  which  it  exerted  upon 
politics.    Along  these  lines  scarcely  a  beginning  has  as  yet  been  made. 

E.  L.  BOGABT. 

University  of  Illinois, 
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Beabd,  Mabt  Rittbr.    Waman*s  Work  in  Municipalities.    Pp.  xi,  344.    Price, 
$1.50.    New  York:  D.  Appleton  and  Company,  1915. 

In  her  Woman's  Work  in  MunicipalitieSy  Mary  Ritter  Beard  has  given  us  a 
comprehensive  survey  of  the  field.  Her  purpose,  as  outlined  in  the  preface,  is 
a  fourfold  one — to  give  some  adequate  idea  of  the  kind  and  number  of  women's 
activities  in  cities  and  towns,  and  of  the  spirit  in  which  they  have  undertaken  their 
work;  to  show  to  women  whose  interests  incline  toward  civic  duty  the  interrela- 
tion of  each  particular  effort  with  the  big  social  problems;  and  to  discuss  the  general 
tendencies  of  modern  social  work.  The  various  chapters  discuss  in  turn  educa- 
tion, public  health,  the  social  evil,  recreation,  the  assimilation  of  races,  housing, 
social  service,  corrections,  public  safety,  civic  improvement,  government  and 
administration,  describing  in  each  case  the  extent  and  kind  of  women's  work, 
and  giving  in  every  case  concrete  instances  and  examples.  The  study  shows  an 
immense  amount  of  careful  research,  and  the  collection  of  a  large  quantity  of 
material  that  has  been  very  well  arranged.  In  other  words,  the  first  two  purposes 
of  the  author  are  more  than  satisfactorily  carried  out.  The  very  completeness 
of  the  success  in  these  two  particulars,  however,  renders  the  drawing  of  general 
conclusion  as  to  relations  of  kinds  of  work  to  each  other,  and  the  discussion  of 
general  tendencies  in  social  work,  exceedingly  difficult. 

The  style  of  the  book  is  easy  and,  except  for  the  slight  monotony  of  recounting 
so  many  similar  details,  the  interest  is  well  maintained  throughout.  The  book 
will  imdoubtedly  prove  a  great  addition  to  the  literature  not  only  of  the  "woman 
question,"  but  of  civic  and  social  activity. 

Nellie  Seeds  Neabinq. 

Toledo,  Ohio, 

Bullock,  Edna  D.     (Compiled    by).    Short   BaUoL    Pp.    xviii,    160.    Price, 
$1.00.     White  Plains,  N.  Y.:     The  H.  W.  Wilson  Ck)mpany,  1916. 

Cbosbt,  John  S.     The  Orthocratic  State,    Pp.  166.    Price,  $1.00.  New  York: 
Sturgis  and  Walton  Company,  1915. 

This  book  accepts  as  its  fundamental  thesis  that  there  are  "natural  human 
rights''  consisting  in  "the  essential  relations  of  man  to  the  earth  and  to  his  fellow 
men"  and  which  "have  their  sanction  in  the  universal  instinct  of  self-preserva- 
tion" (p.  34).  Upon  these  himaan  rights  the  science  of  government  must  be 
built.  With  this  proposition  as  a  basis  the  author  decides  that  the  functions  of 
the  government  should  include  the  taxation  of  land  and  land  only  as  a  source  of 
revenue.  One  of  the  fundamental  hiunan  rights  is  the  right  of  man  to  "enjoy 
whatever  nature  has  provided  for  the  support  of  happiness  or  life."  There  can 
be  no  such  enjoyment  unless  the  unequal  rights  of  men  due  to  land  ownership 
be  equalized  through  land  taxation.  The  maintenance  of  protective  tariffs  ia 
"no  function  of  government"  because  "they  are  not  essential  to  peace  but  rather 
tend  to  disturb  it"  and  because  "they  protect  no  man  from  the  aggression  of 
another  but  infringe  upon  the  right  of  all  men  to  a  natural  market."  As  one  of 
the  fundamental  human  rights  is  the  right  of  persons  to  determine  questions  of 
their  own  locality,  it  is  "an  abuse  of  civil  power  for  the  state  to  require  questions 
of  merely  local  concern    .    .    .     •     to  be  submitted  for  determination  to  persons 
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outside  the  locality  concerned."  "Abolish  land  monopoly,"  says  the  author, 
"protective  tariffs,  subsidies  and  patent-rights  so-called,  together  with  corporate 
privileges,  the  State  assuming  control  of  all  public  utilities,  and  there  will  not 
long  remain  any  fortunes  so  large  as  to  attract  envious  attention  or  as  to  enable 
their  possessors  to  dominate  the  business  world." 

C.  L.  K. 

HADI4BT,  Abthub  Twining.     Undercurrents    in    American    Politics,    Pp.    xii, 
186.    Price,  $1.36.     New  Haven:  Yale  University  Press,  1915. 

This  is  a  popular  and  fairly  vital  discussion  of  some  of  the  more  important 
factors  in  actual  political  life.  The  lecture  titles  are:  The  Gradual  Development 
of  American  Democracy,  The  Constitutional  Position  of  the  Property  Owner, 
Recent  Tendencies  in  Economics  and  in  Legislation,  Political  Methods  Old  and 
New,  The  Reaction  against  Machine  Control  and  The  Seat  of  Power  To-day. 
The  best  lecture  is  the  one  on  the  Constitutional  Position  of  the  Property  Owner, 
in  which  President  Hadley  shows  that  the  American  political  and  social  system 
is  based  on  American  industrial  property  rights,  that  these  rights  have  been  pro- 
tected by  constitutional  compact  and  that  we  have  had  to  date  much  industrial 
imrest  but  no  industrial  reform.  There  is  nothing  in  the  volume  to  indicate  that 
President  Hadley  is  personally  opposed  to  any  of  the  immediate  present-day  ten- 
dencies in  social,  industrial  and  political  reform,  provided  only  that  ample  returns 
be  allowed  to  the  railroads.  He  discusses  interestingly  the  ineffectiveness  of 
unorganized  public  opinion,  the  dangers  of  the  invisible  government,  the  power  of 
the  independent  press  and  the  necessity  for  such  a  civic  organization  as  will  make 
for  a  proper  formulation  of  public  opinion. 

C.  L.  K. 

Holmes,  Fred  L.     ReguUUion  of  Railroads  and  Public  Utilities  in  Wisconsin. 
Pp.  xi,  375.    Price,  $2.00.     New  York:  D.  Appleton  and  Company,  1916. 

Ab  Wisconsin  has  been  a  pioneer  in  the  field  of  railroad  and  public  utility 
regulation  by  a  state  commission,  no  less  a  pioneer  is  the  recent  publication  of  Mr. 
Fred  L.  Holmes  on  the  history  and  operation  of  the  Wisconsin  raUroad  and  utility 
law.  'IThe  aim  of  this  volume,"  to  quote  the  author,  "  is  to  present  the  important 
facts  of  this  history  of  railroad  and  public  utility  regulation;  to  analyze  the  chief 
problems  confronting  this  system  of  control  and  to  measure  the  accomplishments, 
industrially  and  politically."  Although  the  study  is  restricted  to  a  treatment  of 
the  Wisconsin  situation,  it  may  well  serve  as  a  text  on  the  subject  of  regulation 
by  state  utilities.  The  treatment  is  not  merely  comprehensive  but  is  clearcut 
and  illuminating. 

Of  vital  present  interest  among  the  topics  treated  are  the  subjects  of  physical 
valuation,  rate  of  return,  standardization  of  service,  depreciation,  making  of 
rates,  granting  of  p>ermits,  regulation  of  stocks  and  bonds,  and  state  versus  local 
control. 

The  reproduction  theory  of  valuation,  as  adopted  by  the  Wisconsin  Com- 
mission, is  clearly  analyzed.  "What  the  same  company  would  earn  imder  similar 
circumstances  in  competitive  conditions"  is  a  reasonable  return,  according  to  the 
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commission.  A  depreciation  account  as  a  part  of  the  operating  expense  must  be 
provided  for,  "to  which  shall  be  charged  monthly,  crediting  the  depreciation 
reserve,  an  amoimt  equal  to  one-twelfth  of  the  estimated  annual  depreciation  of 
the  tangible  capital  in  the  service  of  the  utility."  **  Reasonableness"  is  the  stand- 
ard for  measuring  rates.  To  determine  a  reasonable  rate,  two  controlling  factors 
are  involved,  particularly  in  making  freight  rates — cost  and  classification.  With 
respect  to  bond  regulation,  the  conmiission  authorizes  and  exercises  strict  super- 
vision over  all  issues.  Experience  in  Wisconsin  prefers  state  to  local  control  of 
utilities.  The  primary  argument  favoring  this  opinion  is  the  confusion  that 
would  result  from  a  decentralized  authority. 

That  the  utility  laws  have  been  a  success,  goes  without  question.  Inesti- 
mable effectiveoKs,  according  to  the  author,  has  been  lent  to  the  Wisconsin  law  by 
the  publicity  requirement.  Under  this  provision  the  public  is  taken  into  the  full 
confidence  of  the  commission.  The  author  believes  there  will  be  a  future  of  great 
service  for  the  state  commission.  He  predicts  a  rapid  increase  in  the  niunber  of 
utilities,  municipally  owned,  for  which  plants  the  commission  will  perform  the 
function  of  ''a  great  clearing  house  of  information."  The  state  conmiissions, 
foimd  necessary  from  an  economic  standpoint,  are  rendering  invaluable  service 
and  are  daily  proving  the  justification  for  their  existence  by  indiscriminate 
fair  treatment  to  capital  and  consumer. 

F.  W.  B. 
Universily  of  Pennsylvania, 

Municipal  Year  Book  of  the  City  of  New  Yorkt  1915.     Pp.  155.    Price,  16  cents. 
New  York:  Municipal  Reference  Library,  1916. 

Shambaugh,  Benj.  F.  (Ed.).    Applied  History  (Vol.  II).    Pp.  xx,  689.    Price, 
$3.00.    Iowa  City:  State  Historical  Society  of  Iowa,  1914. 

The  second  volume  of  the  Iowa  Applied  History  Series  presents  another 
valuable  symposiimi  in  the  field  of  contemporary  legislation.  In  1912  the  State 
Historical  Society  of  Iowa  published  Volume  I  comprising  a  series  of  monographio 
studies  in  the  political,  economic,  and  social  history  of  the  Commonwealth. 
These  contributions  to  current  legislation  were  in  the  nature  of  briefs  of  the  more 
exhaustive  researches  being  made  and  authorized  by  the  Historical  Society. 
The  purpose  of  this  series,  edited  by  Mr.  Benjamin  F.  Shambaugh,  Professor  of 
Political  Science  in  the  State  University  of  Iowa  and  Superintendent  of  the  State 
Historical  Society  is  to  facilitate  the  work  of  legislation  in  the  state  by  performing 
the  fimction  of  legislative  research. 

The  ten  papers  comprising  the  present  volume  are  as  follows:  Reorganiza- 
tion of  State  Government  by  Mr.  Horack,  Home  Rule  by  Mr.  Patton,  Direct 
Legislation  by  Mr.  Van  der  Zee,  Equal  Suffrage  by  Mr.  Horack,  Selection  of 
Public  OflBcials  by  Mr.  Peterson,  Removal  of  Public  Officials  by  Mr.  Patton,  The 
Merit  System,  by  Mr.  Van  der  Zee,  Social  Legislation  by  Mr.  Briggs,  Child  Labor 
Legislation  by  Mr.  Haynes,  and  Poor  Relief  Legislation  by  Mr.  Gillin.  These 
studies  are  important  not  merely  from  a  local  point  of  view  but  should  be  essen- 
tially interesting  to  every  state,  in  that  they  mark  off  in  a  definite  way  the  stages 
through  which  we  have  progressed  and  the  goal  toward  which  we  are  advancing. 


Digitized  by 


Google 


Book  Dbpabtbient  303 

The  source  material  and  references  will  be  found  valuable  aids  in  furthering  work 
of  <fiiT>il«.r  character  in  other  states. 

F.  W.  B. 

Young,  James  T.    The  New  American  Government  and  Its  Work.    Pp.  xi,  663. 
Price,  $2.25.    New  York:  The  Macmillan  CJompany,  1916. 

Since  the  appearance  of  Professor  Beard's  volume  on  American  Government 
and  Politics  which  has  come  to  be  recognized  as  the  standard  treatise  for  use  as  a 
text  with  college  classes  in  American  Government,  no  work  has  appeared  of  such 
interest  and  importance  to  the  teachers  of  this  subject  as  the  above  volume  pre- 
pared by  Professor  Young.  The  former  volume  deals  particularly  with  the  con- 
stitutions and  framework,  as  well  as  the  political  parties  of  Itate  and  federal 
governments,  and  includes  a  brief  discussion  of  local  and  municipal  government, 
whereas  the  latter  omits  the  historic  background  and  starts  at  once  with  an 
analysis  of  the  organization  and  functions  of  the  American  federal  government. 
Constitutions  and  governmental  framework  are  very  briefly  considered.  For 
example,  the  constitution,  as  well  as  the  executive,  legislative  and  judicial  de- 
partments of  the  state,  are  treated  in  a  short  section  of  forty  pages^  In  place  of 
the  discussion  in  detail  of  constitutions  and  government  departments  considera- 
tion is  given  to  the  functions  performed  by  government,  the  scope  of  govern- 
mental power  as  determined  by  court  decisions,  and  the  recent  acts  of  Congress 
and  the  state  legislatures.  Special  emphasis  is  accorded  to  the  regulation  and 
control  of  business  by  legislation,  and  by  judicial  decisions. 

A  noteworthy  feature  of  Dr.  Young's  work  is  his  treatment  of  the  state  at 
work  under  the  headings:  Business  Protection  and  Regulation,  Labor,  Education, 
Health,  Charities  and  Corrections,  Highways  and  Finances.  In  these  chapters 
the  present  activities  of  state  governments  are  described  in  a  manner  which  sets 
a  new  standard  for  teachers  in  treating  American  state  government.  Matters 
of  present  public  controversy  such  as  the  radical  and  conservative  doctrines  as  to 
the  constitution,  the  relation  between  nation  and  state  in  the  regulation  of  com- 
merce, the  direct  primary  and  the  weaknesses  of  judicial  procedure  are  discussed 
in  a  fair  and  impartial  manner.  The  material  presented  is  systematically  ar- 
ranged and  given  in  such  form  as  to  be  readily  comprehensible  to  beginners  in  the 
subject.  Each  of  the  chapters  is  concluded  with  a  few  well-chosen  references  and 
extended  lists  of  questions  for  those  who  need  the  aid  of  this  sort  of  mechanical 
device. 

One  of  the  apparent  objections  to  the  volume  is  to  be  found  in  the  lack  of  due 
proportion — a  very  necessary  requirement  for  a  successful  textbook.  The  extraor- 
dinary emphasis  given  to  the  control  and  regulation  of  business  and  the  careful 
analysis  of  court  decisions  relating  thereto,  although  especially  interesting  and 
valuable,  seems  scarcely  warranted  for  the  purpose  of  an  elementary  treatise  for 
class  use.  To  the  average  teacher  of  American  government  the  omission  of 
municipal  and  local  government  will  be  regarded  as  a  serious  (iefect  and  it  is 
questionable  whether  the  author  was  wise  in  stressing  so  exhaustively  certain 
subjects  of  his  choice  as  to  make  it  impossible  to  treat  either  municipal  or  local 
government.  An  occasional  bias  is  in  evidence,  such  for  example  as  the  author's 
avowed  defense  of  the  implied  power  doctrine  which,  at  least,  is  open  to  objections 
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worthy  of  presentation  along  with  an  able  defense  of  the  expansionist  theory  of 
constitutional  construction.  On  the  whole  the  author  has  done  a  very  com- 
mendable piece  of  work  and  this  volume  along  with  Professor  Beard's  renders  the 
task  of  presenting  American  government  to  beginning  classes  a  comparatively 
easy  one  for  the  instructor. 

Chables  Grove  Haines. 
University  of  Texas. 

INTERNATIONAL  QUESTIONS 

Hall,  Arnold  B.     Outline  of  International  Law.    Pp.  v,  255.    Price,  $1.75. 
Chicago:  La  Salle  Extension  University,  1015. 

MISCELLANEOUS 

AH  Jury,  Third  and  Fourth  Annital  Reports,  for  19 IS  and  1914.    Pp.  44  each. 
Philadelphia:  Published  by  the  Department,  1916. 

A  record  of  the  achievements  of  this  department  of  the  city  government, 
established  May  25,  1907. 

Bourne,  Henry  Eldridgb.     The  Revolutionary  Period  in  Europe  (1 765-181 S). 
Pp.  494.    Price,  $2.50.    New  York:  The  Century  Company,  1914. 

This  book  is  an  excellent  and  fairly  well  proportioned  presentation  of  the 
history  of  the  period.  It  begins  with  a  short  description  of  the  old  regime,  its 
governments  and  peoples,  and  a  historical  r6simi6  of  the  political  and  economic 
theories  of  the  eighteenth  century.  Then  follow  chapters  on  the  efforts  of  the 
existing  governments  to  remedy  the  glaring  evils  of  which  the  age  was  beginning 
to  be  conscious.  The  author  states  emphatically  that  definite  demands  for 
reform  were  well  enunciated  and  that  these  reforms  were  well  begun  before  the 
Revolution  broke  out.  Prussia  under  Frederick  the  Great,  Austria  under  Joseph 
II  and  Spain  under  Charles  III  had  already  done  much.  He  makes  the  inter- 
esting assertion  that  "Benevolent  despotism  was  followed  by  Revolution  only  in 
France.  The  reasons  were  many  but  the  chief  reason  was  that  despotism  in  France 
was  incompetent."  Yet  even  in  France  he  shows  that  Turgot  had  actually  freed 
the  grain  market,  abolished  the  corvee  and  destroyed  the  guilds.  In  restoring 
the  old  parliaments  which  Louis  XV  had  abolished,  Louis  XVI,  in  the  interest 
of  establishing  good  feeling  in  the  beginning  of  his  reign,  "was  restoring  the  chief 
obstacle  to  effective  reforms  and  thereby  rendering  revolution  inevitable." 

The  author  gives  prominence  to  the  social  and  industrial  changes  of  the 
period.  He  assigns  a  large  place  to  the  ^'Continnental  System,"  and  makes  it  one 
of  the  chief  reasons  for  the  downfall  ol  the  Empire.  Of  the  Industrial  Revolution 
he  says,  it  "eventually  furnished  the  economic  foundation  upon  which  the  polit- 
ical and  social  principles  of  the  French  Revolution  might  erect  the  institirtions 
of  a  democratic  society." 

The  Revolution  is  handled  first  as  it  affected  France  and  then  Europe.  Mira- 
beau  and  Danton  are  accorded  their  customary  places.     The  financial  side  of  the 
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situation  is  traced  in  some  detail  from  the  hopeless  muddle  of  the  monarchy 
through  the  reckless  extravagance  of  the  Republic  and  the  vicious  methods  of  the 
Directory.  The  author  gives  a  higher  place  to  the  work  of  the  Constituent 
Assembly  than  is  usually  accorded  it.  ''Much  of  the  work  of  reorganization 
undertaken  by  the  Constituent  Assembly  was  permanent,  although  modified  in 
particular  features  by  subsequent  legislatures.'' 

The  last  third  of  the  volume  deals  with  the  Consulate  and  the  Empire.  The 
author  shows  that  Napoleon  ''exaggerated  aU  that  was  pernicious  in  the 
foreign  policy  of  the  Convention  and  the  Directory/'  that  by  pushing  the  arms 
of  France  beyond  her  borders  and  insisting  upon  an  impossible  repression  of 
trade,  the  so-called  ^'Continnental  System,"  he  made  "the  permanence  of  his 
rule  impossible." 

Possibly  the  chief  criticism  of  the  book  is  implied  in  the  scope  of  its  title. 
Any  consideration  of  so  wide  a  field  within  limited  space  would  of  necessity  be 
crammed  with  details  and  a  vast  number  of  confusing  events.  One  feels  the  lack  . 
of  a  broad  underlying  philosophy.  It  is  precisely  this  imifying  backgroimd 
which  would  best  justify  a  work  dealing  with  so  broad  a  field  and  it  is  precisely 
this  which  one  fails  to  find  in  Mr.  Bourne's  work. 

Fifteen  pages  of  "Notes  on  Books,"  an  informal  critical  discussion  of  the 
leading  works  both  primary  and  secondary  which  deal  with  the  period,  are  ap-  * 
pended.    Although  they  make  no  reference  to  the  valuable  contributions  in  the 
historical  periodicals,  they  are  very  valuable. 

Paxjl  Lambert  Whttb. 
University  of  Pennsylvania. 

Cassau,  Theodor  D.    Die  Kansumvereinsbewegung,    Pp.  xxii,  230.    Price,  M. 6. 
Mfinchen:  Verlag  von  Dimcker  and  Humblot,  1915. 

King,  Willford  I.     The  Wealth  and  Income  of  the  People  of  the  United  States. 

Pp.  xxiv,  278.     Price,  $1 .50.    New  York :  The  Macmillan  Company,  1915. 

The  author  devotes  himself  to  an  examination  of  the  figures  bearing  on  the 
wealth  and  income  of  the  American  people.  The  sources  upon  which  he  relies 
are,  in  the  main,  census  figures,  although  he  admits  very  frankly  their  questionable 
character.  As  he  proceeds  with  his  analysis  of  figures  which  "are  probably 
faulty"  he  excites  in  the  reader  a  species  of  terror  by  the  liberties  which  he  takes 
with  his  admittedly  faulty  base  material.  He  confesses  the  absm-dity  of  his 
position  when  he  says:  "In  some  cases,  the  original  counts  (principally  by 
government  officials)  were  doubtless  faulty,  but  only  when  the  errors  were  evi- 
dent has  the  author  attempted  to  go  behind  the  returns  and  criticise  the  validity 
of  government  reports"  (p.  vii).  The  author,  by  assuming  such  a  position,  has 
opened  himself  to  the  charge  of  "building  palatial  generalizations  on  tottering 
fact  foundations."  S.  N. 

MuNSTERBERO,  HuGO.    Bitsiness  Psychology.    Pp.  xi,  296. 

Allen,  Irving  R.     Personal  Efficiency,  Applied  Salesmanship  and  Sales  Admin- 

ietration.    Pp.  ix,  315.     Chicago:  La  SaUe  Extension  University,  1915. 

Business  Psychology  by  Hugo  MOnsterberg  is  a  text  most  admirably  adapted 
to  the  student  or  instructor  of  business  who  wishes  emphasis  upon  fundamentals 
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as  well  as  the  possession  of  an  accurate  and  discriminative  vocabulary  aiming  to 
relate  the  principles  of  psychology  directly  to  the  needs  and  the  interests  of  the 
business  world. 

In  his  preface,  Professor  MOnsterberg  deprecates  the  fact  that  so  much  of 
our  business  literature  has  been  written  in  the  merely  p»opular  and  snappy  style. 
While  admitting  the  inspirational  elements  of  such  writing,  he  insists  that  the 
problems  of  business  should  be  taken  more  seriously.  It  is  in  the  spirit  of  science 
and  accuracy  with  a  text  unfolding  itself  from  ''first  principles  first/'  in  an  appre- 
ciation of  the  fundamental  factors — sensation,  perception,  memory,  emotion  and 
attention  that. he  proceeds  to  the  more  complex  human  expressions  involved  in 
suggestion,  will,  value,  etc. 

Systems  for  practical  tests  in  the  various  fields  of  business,  constructive 
criticisms  of  past  and  prevailing  tests  in  analyzing  human  characteristics  as  found 
in  The  Blackford  Plan  and  an  anaylsis  of  the  basic  factors  in  any  calling  of  life, 
are  among  the  numerous  interesting  topics  fully  discussed  and  directly  related 
to  everyday  business  experience. 

If  there  is  one  point  of  criticism  with  respect  to  the  appreciation  of  Bttainesa 
Psychology  it  is  that  a  half-hearted  or  careless  thinker  will  not  be  tempted  to 
follow  through  all  the  niceties  of  discrimination  involved.  But  to  the  earnest 
student.  Professor  MUnsterberg  has  given  a  text  whose  basic  and  well  correlated 
expositions  dignify  and  set  fimctioning  the  psychic  values  of  business  experience. 
The  business  executive,  buyer,  seller,  employer  of  ofl^ce  help  and  the  employer 
of  labor  will  find  Business  Psychology  valuable  in  assisting  to  build  up  a  standard 
for  correct  human  judgments. 

At  this  period  in  the  unfolding  of  business  problems  authoritative  literature 
regarding  a  sane  standard  in  classifying  tyi>e8  of  buyers  and  salesmen  is  needed. 
Such  problems  as  inherited  dispositions  of  intelhgence,  temperament,  character 
and  special  talent  are  here  handled  with  an  admiring  glance  at  the  power  yet  to 
be  wielded  by  the  newer  tjrpe  of  business  expert  now  evolving, — ^the  psychological 
engineer. 

The  spirit  infused  into  the  book  Personal  Efficiency  and  Selling  by  Irving  R. 
Allen  is  as  much  inspirational  as  interesting  in  its  emphasis  upon  the  necessity  of 
personality  as  a  factor  in  business  success. 

Mr.  Allen  has  marshalled  in  dramatic  array  dozens  of  concrete  selling  prob- 
lems involving  a  solution  dependable  upon  human  action.  Selling  is  not  con- 
sidered in  the  specific  sense  of  an  individual  sale  but  includes  a  discussion  of  such 
characteristics  in  human  experience  as  bring  success  "in  social  affairs,  in  politics, 
in  the  church,  in  the  home,  or  in  whatever  place  men  strive  to  achieve." 

This  text  recognizes  two  dominating  and  influential  fields  in  relation  to 
selling  forces,  namely,  the  personal  point  of  view  involving  the  development  of 
self,  and  the  administrative  phase  of  selling  involving  the  sales  manager  in  his 
activities  related  to  the  distribution  of  goods  and  selling  policies. 

The  vital  problems  of  controlling  men  in  the  field,  hiring  help,  and  training 
help  are  amplified  by  effective  and  encouraging  examples. 

Largely  speaking,  Personal  Efficiency  and  Selling  is  a  book  which  enthusiasti- 
cally introduces  its  reader  into  a  conviction  that  power  and  success  will  come  if 
feeling  for  one's  work  is  rightly  directed  in  the  mastery  of  selling  probleuis. 
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There  is  not  so  much  emphasis  given  to  the  pure  sdenoe  by  whioh  human  quali- 
ties are  to  be  evolved  as  an  assiu-anoe  that  they  can  be  evolved. 

Hebbbbt  W.  Hess. 
Univeraiiy  of  Pennsylvania. 

Putnam,  Ruth.    Alsace  and  Lorraine,    Pp.  viii,  208.    Price,  $1.26.    New  York: 
G.  P.  Putnam's  Sons,  1916. 

This  is  a  timely  presentation  of  the  checkered  history  of  Alsace  and  Lorraine, 
or  more  properly  speaking  of  that  territory  which  is  comprised  in  modem  Alsace 
and  Lorraine,  from  58  B.  C.  to  1871  A.  D.  The  book  is  furnished  with  valuable 
maps  and  contains  two  app)endice8,  one  containing  a  list  of  the  principal  treaties 
which  have  affected  the  political  status  of  Alsace  and  Lorraine  in  their  entirety  or 
in  parts,  and  the  other  a  list  of  the  sources  used  in  compiling  the  volume. 

P.  L.  W. 

Stbiner,  Bernard  C.     The  Life  of  Reverdy  Johnson.    Pp.  v,  284.    Price,  $2.50. 
Baltimore:    The  Norman,  Remington  Company,  1014. 

Dr.  Steiner  has  rendered  a  real  service  in  giving  to  the  public  this  accoimt  of 
the  career  of  a  distinguished  American  lawyer,  senator  and  attorney-general  of 
the  United  States  in  Taylor's  cabinet.  Reverdy  Johnson  is  a  name  well  remem- 
bered in  Maryland  where  his  eminence  as  a  lawyer  and  a  leader  of  the  Bar  was 
recognized;  but  his  services  as  a  border  state  unionist,  though  a  Southern  sym- 
pathizer, and  his  good  influence  during  the  reconstruction  period,  and  as  minister 
to  Great  Britain  are  less  generally  known. 

Dr.  Steiner  has  had  access  to  good  sources  of  information  and  has  well  per- 
formed a  by  no  means  easy  biographical  task. 

J.  C.  B. 

Stedojr,  Edward  A.     Introducing  the  American  Spirit.    Pp.  274.     Price,  $1.00. 
New  York:  Fleming  H.  Revell  Company,  1915. 

This  is  an  ingenious  attempt  to  interpret  America  on  the  basis  of  the  author's 
optimism  and  idealism.  It  assumes  the  story  form  in  which  the  author  describes 
his  effort  to  introduce  the  American  Spirit  to  a  noted  German  and  his  wife  whom 
he  calls  the  Herr  Director  and  the  Frau  Directorin.  He  meets  them  upon  their 
arrival  in  New  York,  shows  them  the  city,  conducts  them  to  the  Lake  Mohonk 
Peace  Conference,  introduces  them  to  the  big  Eastern  universities,  pilots  them 
in  a  tour  of  the  country  including  Chicago,  Salt  Lake  City,  California  and  back  to 
Grinnell  College,  Iowa,  the  writer's  home.  The  author  will  convince  many 
readers  as  he  convinced  the  Herr  Director  that  what  he  saw  was  in  his  glasses  and 
not  in  the  objects  themselves,  but  we  do  like  his  glasses,  and  wish  there  were 
more  of  them*.    The  book  is  cheerful  and  delightful  reading. 

J.  P.  L. 


Digitized  by 


Google 


The  Annals  op  the  AifERicAN  Academy 

Tatlob,  Graham  R.    SateUiU  Cities,    Pp.  xviii,  333.     Price,  $1.50.     New  York: 
D.  Appleton  and  Company,  1015. 

The  importance  of  the  investigation  of  the  problems  of  city-planning  is  em- 
phasized in  the  case  of  those  satellite  groups  that  grow  up  around  the  larger 
centres  of  industrial  and  conmiercial  activity.  Two  forces  are  leading  to  the 
growth  of  the  satellite  cities.  In  the  first  place,  those  industries  that  find  the 
evident  advantage  of  the  suburban  factory  site  to  be  greater  than  the  advantage 
of  the  city  site,  and  those  industries  that  are  aiming  to  build  up  some  kind  of 
ideal  working  conditions.  The  satellite  cities  in  the  United  States  are  of  the 
first  class.  Of  late  years  there  has  been  a  growing  tendency  to  build  up  cities 
like  Gary,  Garden  City,  Pullman,  for  the  purpose  of  building  good  homes  and 
providing  healthful  surroimdings.  In  the  main,  however,  the  American  satel- 
lite city  is  an  accident.  The  advanced  nations  of  Europe  can  teach  us  much  in 
this  connection.  There,  the  deliberate  plan  is  in  evidence  wherever  there  is  city 
growth.  Following  this  example,  we  should  see  to  it  that  the  rapidly  growing 
environs  of  the  great  cities  are  well  planned  in  advance  of  their  actual  develop- 
ment. 

S.N. 
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IMPORTANT  NOTICE 

TO  MEMBERS  OF  THE  ACADEMY 

TWENTIETH     ANNUAL    MEETING 
Friday  and  Satui-day/ April  14th  and  15th,  1916 


Ceneral  Topk: 
AMERICA'S  IMMEDIATE  PROBLEMS 


The  Twentieth  Annual  Meeting  of  tiie  Academy  will  be  held  on 
Friday  and  Saturday/  April  X4th  and  i5th»  19x6.  There  will  ber  six 
eetdtons,  each  devoted  to  some  important  aspect  d  the  general  to^, 
** Americans  Tfnmediate  Problems.''  It  is  the  ptupose  of  tiie  Comj^ttee 
In  charge  to  take  up^  the  most  important  questions  confronting  America 
which  have  arisen  because  of  the  present  European  conflict. 

The  officers  of  tiie  Academy  ^e  most  anxious  to  have  with  us  as  btfge 
$[  representation  of  our  members  as  possible  in.  order  to  mdke  this 
Annual  Meeting  a  reunion  of  members  of  the  Academy  f^om  all  se^ns 
of  the  counfry.  The  Annual  Meeting  wifl  partalte  of  the  nature  of  a 
National  Conference  and  it  is  the  confident  hope  of  the. officers  of  the 
Academy  tiiat  it  will  contribute  considerably  to  the  enlightenm^ent  and 
gUMlanceof  the  public  opinion  of  the  country. 

The  Committee  in  charge  of  the  Annual  Meeting  is .  exceedingly 
anxious  to  have  at  tiie  earliest  pos^Ie  moment  the  nunes  of  the 
members  of  the  Academy  who  feel  that  there  is  a  possibility  of  attend- 
ing the  sessions,  and  I  will,  therefore,  greatly  appreciate  it  if  you  wiH 
send  to  me  word  as  to  ^iiether  you  will  be  able  to  be  i^esent.  In  ad- 
dition to  the  extraordinary  interest  of  the  sessiona,  the  Annual  Meeting 
wilt  give  to  menibers  from  different  sections  of  the  country  the  oppor- . 
tunity  to  become  acquainted  with  one  another. 

I  hope  that  the  oJBScers  of  the  Academy  may  have  ttie  pleasure  of 
lieating  that  you  are  arranging  your  plans  so  as  to  be  present  at  tiie 
Ai^&ttal  Meeting/  please  send  word  to  me  personally. 

Yeiy  sincerely  yours, 

L.  S.  ROWE,  Presideixt. 
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FOREWORD 

Now  that  the  evils  of   Invisible  Government  have  been  so 
clearly  set  forth  (page   x),  the   time  has  come   to  talk  of  many 
things  connected  with  politics  and  government.     Legal  checks  and 
balances  have  given  way  before  extra-legal  political  control  (page 
1).     Direct  election,   as   a   cure  for   *'invisible  government,"  has 
insured   neither   popular   control  nor  eflSciency  of  state  adminis- 
tration   (page  11).     Politics   as  a    barrier   to    adequate    national 
defense  has  become  a  matter  of  no  ordinary  importance  (page 
31).    The  "pork  barrel"  may  have  lost  its  smell  in  our  rivers  and 
harbors,  but  the  odor  still  exudes  from  pensions  and  public  works 
(page  43).     The  tariff  has  so  often  come  up  as  a  local  issue  that  we 
may  call  it  a  hard  name,  "recurrent  phenomenon,'*  and  plan  non- 
partisan tariff  commissions  (page  56). 

Whatever  the  costs  of  partisan  politics  in  the  work  of  govern- 
ment, we  who  make  up  "the  long  suffering  American  public"  will 
pay  them — ^with  increasing  reluctance. 

To  Aristotle  "politics"  may  have  signified  the  science  of 
government,  and  to  more  recent  political  scientists  the  term  may 
have  to  do  with  "the  expression  of  the  will  of  the  state";  most  of 
us  think  of  the  product  made  in  America.  Thus  we  are  mindful 
of  public  officers  who  consider  theb-  personal  advantage  and  pocket 
the  graft,  or  put  corporate  privilege  above  community  welfare; 
we  remember  that  PoseyviUe  got  a  new  post-office  but  that  a  na- 
tional measure  was  defeated.  We  see  political  parties  exalted  at 
the  expense  oi  the  public  weal.  We  wonder  if  parties  can  exist 
without  patronage,  and  if  the  method  of  financing  them  can  be 
changed  (page  66);  we  do  not  dissociate  parties  and  "politics.'* 
We  are  depressed;  what  is  worse,  we  are  confused. 

Throughout  the  movements  to  free  government  from  "poli- 
tics," one  increasing  purpose  runs:  to  segregate  and  clarify  issues, 
and  to  bring  about  a  more  conspicuous  responsibility.  Adminis- 
tration is  to  be  separated  out  from  legislation,  and  the  necessary 
steps  taken  to  make  legislators  responsible  for  their  proper  work 
(page  172).  Likewise  the  judiciary,  if  our  doctrine  of  the  separa- 
tion of  powers  can  mean  anything,  must  not  appoint  administrative 
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officers,  and  so  far  as  possible  must  leave  to  a  responsible  legislature 
the  making  of  laws;  judges  can  be  given  a  conspicuous  responsibility 
of  their  own  (page  184).  Three  air-tight  departments  are  of  course 
not  possible  or  desirable,  but  not  even  the  interworking  of  direct 
legislation  and  administration  should  complicate  issues  and  respon- 
sibility. Advocates  of  the  initiative  and  referendum  bold  that 
these  measures  will  make  clearer  the  lines  of  responsibility  and 
control  in  both  legislation  and  administration  (page  122).  The 
short  ballot  is  essential  to  an  effective  democracy  (page  168) ,  and 
the  executive  budget  is  a  common  sense  part  of  any  clear  cut  plan 
for  local,  state,  or  national  good-housekeeping  (page  146).  It  is 
proposed  to  extend  the  civil  service  to  postmasters  of  all  classes 
(page  147),  but  not  content  with  "shutting  the  rascals  out"  by 
qualif3ring  examinations,  supporters  of  the  merit  system  plan  to 
increase  responsibility  and  efficiency  in  administration  by  apply- 
ing sound  principles  of  employment  management  (page  153). 

What  with  the  process  of  ridding  public  health  and  welfare 
administration  of  "politics"  (page  134),  the  eflforts  to  put  public 
works  and  engineering  services  on  a  public  service  basis  (page  103), 
and  the  discovery  that  efficiency  methods  have  actually  been 
successful  in  public  business  (page  89),  we  may  be  hopeful  that 
the  old  order  changeth.  But  if  no  other  ground  were  afforded  for 
a  rational  optimism,  we  could  rely  on  the  very  pressure  of  increasing 
government  work  to  make  for  a  more  effective  and  econonucal 
administration  (page. 77). 

A  practical  guide  to  responsible  government  is  offered  in  the 
principles  of  municipal  reorganization  (page  227),  and  a  movement 
toward  a  better  sort  of  county  government  is  clearly  discernible 
(page  116).  Everywhere  the  close  formations  of  old-time  politics 
are  being  ruled  out  and  open  field  play  provided,  so  that  those  of 
us  who  want  to  be  at  least  spectators  can  know  what  is  going  on. 
Unobscured  issues  and  conspicuous  responsibility  mean  the  end 
of  Invisible  Government. 

But  even  if  visible;  popular  government  were  absolutely 
assured,  oiu*  problems  of  "policy^*  would  not  be  ended.  It  has  been 
charged  that  we  have  set  up  ^'a  materialistic  state  mechanism 
without  a  soul";  whether  we  have  more  than  a  penny-in-the-slot- 
govemment  depends  largely  upon  some  method  of  training  for 
citizenship  in  our  schools  (page  197),  and  upon  Americanizing  the 
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new  homes  in  this  land  of  opportunity  (page  204).  As  thoughtful 
Americans,  we  cannot  disregard  the  lesson  from  war-torn  Europe 
that  in  our  state  the  ideas  of  liberty  and  efficiency  m\ist  be  com- 
bined; we  must  have  capable,  trained  officials  in  our  govermnent, 
but  it  must  be  our  government  (page  215).  And  finally,  if  we 
keep  ''in  character,''  we  shall  ask  where  the  almighty  dollars  are 
coming  from  to  carry  on  the  work  of  this  government  of  ours  (page 
210). 

C.  H.  Cbbnnan, 
Editor  in  Charge  of  Volume, 
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THE  INVISIBLE  GOVERNMENT 

Extracts  from  the  Address  by 

Hon.  Elihu  Root, 

In  the  New  York  Constitutional  Convention,  August  30,  1915. 

We  talk  about  the  government  of  the  constitution.  We  have 
spent  many  days  in  discussing  the  powers  of  this  and  that  and  the 
other  officer.  What  is  the  government  of  this  state?  What  has  it 
been  during  the  forty  years  of  my  acquaintance  with  it?  The  govern- 
ment of  the  constitution?  Oh,  no ;  not  half  the  time,  or  half  way. 
When  I  ask  what  do  the  people  find  wrong  in  our  state  government, 
my  mind  goes  back  to  those  periodic  fits  of  public  rage  in  which  the 
people  rouse  up  and  tear  down  the  political  leader,  first  of  one  party 
and  then  of  the  other  party.  It  goes,  on  to  the  public  feeling  of 
resentment  against  the  control  of  party  organizations,  of  both  parties 
and  of  all  parties. 

Now,  I  treat  this  subject  in  my  own  mind  not  as  a  personal  ques- 
tion to  any  man.  I  am  talking  about  the  system.  From  the  days 
of  Fenton,  and  Conkling,  and  Arthur  and  Cornell,  and  Piatt,  from  the 
days  of  David  B.  Hill,  down  to  the  present  time  the  government  of 
the  state  has  presented  two  different  lines  of  activity,  one  of  the 
constitutional  and  statutory  officers  of  the  state,  and  the  other  of  the 
party  leaders — they  call  them  party  bosses.  They  call  the  system 
— I  don't  coin  the  phrase,  I  adopt  it  because  it  carries  its  own  mean- 
ing— the  system  they  call  "invisible  government."  For  I  don't 
remember  how  many  years,  Mr.  Conkling  was  the  supreme  ruler  in 
this  state ;  the  governor  did  not  count,  the  legislatures  did  not  count; 
comptrollers  and  secretaries  of  state  and  what  not,  did  not  count. 
It  was  what  Mr.  Conkling  said,  and  in  a  great  outburst  of  public  rage 
he  was  pulled  down. 

Then  Mr.  Piatt  ruled  the  state;  for  nigh  upon  twenty  years  he 
ruled  it.  It  was  not  the  governor;  it  was  not  the  legislature ;  it  was 
not  any  elected  officers;  it  was  Mr.  Piatt.  And  the  capitol  was  not 
here;  it  was  at  49  Broadway;  Mr.  Piatt  and  his  lieutenants.  It 
makes  no  difference  what  name  you  give,  whether  you  call  it  Fenton 
or  Conkling  or  Cornell  or  Arthur  or  Piatt,  or  by  the  names  of  men 
now  living.    The  ruler  of  the  state  during  the  greater  part  of  the 
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forty  years  of  my  acquaintance  with  the  state  government  has  not 
been  any  man  authorized  by  the  constitution  or  by  the  law;  and,  sir 
there  is  throughout  the  length  and  breadth  of  this  state  a  deep  and 
sullen  and  long-continued  resentment  at  being  governed  thus  by 
men  not  of  the  people's  choosing.    The* party  leader  is  elected  by  no 
one,  accountable  to  no  one,  bound  by  no  oath  of  office,  removable  by 
no  one.    Ahl  My  friends  here  have  talked  about  this  bill's  creating 
an  autocracy.    The  word  points  with  admirable  facility  the  very 
opposite  reason  for  the  bilL    It  is  to  destroy  autocracy  and  restore 
power  so  far  as  may  be  to  the  men  elected  by  the  people,  account- 
able to  the  people,  removable  by  the  people.    I  don't  criticize  the 
men  of  the  invisible  government.    How  can  I?    I  have  known  them 
all,  and  among  them  have  been  some  of  my  dearest  friends.    I  can 
never  forget  the  deep  sense  of  indignation  that  I  felt  in  the  abuse 
that  was  heaped  upon  Chester  A.  Arthur,  whom  I  honored  and  loved, 
when  he  was  attacked  because  he  held  the  position  of  political 
leader.    But  it  is  all  wrong.    It  is  all  wrong  that  a  government  not 
authorized  by  the  people  should  be  continued  superior  to  the  govern- 
ment that  is  authorized  by  the  people. 

How  is  it  accomplished?  How  is  it  done?  Mr.  Chairman,  it 
is  done  by  the  use  of  patronage,  and  the  patronage  that  my  friends 
on  the  otiier  side  of  this  question  have  been  arguing  and  pleading 
for  in  this  Convention  is  the  power  to  continue  that  invisible  govern- 
ment against  that  autiiorized  by  the  people. 

What  does  the  boss  have  to  do?  He  has  to  urge  the  appoint- 
ment oi  a  man  whose  appointment  will  consolidate  his  power  and 
preserve  the  organization.  The  invisible  government  proceeds  to 
build  up  and  maintain  its  power  by  a  reversal  of  the  fundamental 
principle  of  good  government,  which  is  that  men  should  be  selected 
to  perform  the  duties  of  the  office;  and  to  substitute  the  idea  that 
men  should  be  appointed  to  office  for  the  preservation  and  enhance- 
ment of  power  of  the  political  leader.  The  one,  the  true  one,  looks 
upon  appointment  to  office  with  a  view  to  the  service  that  can  be 
given  to  the  public.  The  other,  the  false  one,  looks  upon  appoint- 
ment to  office  with  a  view  to  what  can  be  gotten  out  of  it  Gentie- 
men  of  the  Convention,  I  appeal  to  your  knowledge  of  facts.  Every 
one  of  you  knows  that  what  I  say  about  the  use  of  patronage  under 
the  system  of  invisible  government  is  true.  Louis  Marshall  told 
US  the  other  day  about  the  appointment  of  wardens  in  the  Adiron- 
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dacksi  hotel  keepers  and  people  living  therei  to  render  no  service 
whatever.  They  were  appointed  not  for  the  service  that  they  were 
to  render  to  the  state ;  they  were  appointed  for  the  service  they  were 
to  render  to  promote  the  power  of  a  political  organization.  Mr. 
Chairmani  we  all  know  that  the  halls  of  this  capitol  swarm  with  men 
during  the  session  of  the  legislature  on  pay  day.  A  great  number, 
seldom  here,  rendering  no  service,  are  put  on  the  payrolls  as  a 
matter  of  patronage,  not  of  service,  but  of  party  patronage.  Both 
parties  are  alike ;  all  parties  are  alike.  The  system  extends  through 
alL  Ah,  Mr.  Chairman,  that  system  finds  its  opportunity  in  the 
division  of  powers,  in  a  six-headed  executive,  in  which,  by  the 
natural  workings  of  human  nature  there  shall  be  opposition  and 
discord  and  the  playing  of  one  force  against  the  other,  and  so,  ^^en 
we  refuse  to  make  one  governor  elected  by  the  people  the  real  chief 
executive,  we  make  inevitable  the  setting  up  of  a  chief  executive  not 
selected  by  the  people,  not  acting  for  the  people's  interest,  but  for 
the  selfish  interest  of  the  few  who  control  the  party,  whichever  party 
it  may  be.  Think  for  a  moment  of  what  this  patronage  system 
means.  How  many  of  you  are  there  who  would  be  willing  to  do  to 
your  private  client,  or  customer,  or  any  private  trust,  or  to  a  friend 
or  neighbor,  what  you  see  being  done  to  the  state  of  New  Tork  every 
year  of  your  lives  in  the  taking  of  money  out  of  her  treasury  without 
service?  We  can,  when  we  are  in  a  private  station,  pass  on  without 
much  attention  to  inveterate  abuses.  We  can  say  to  ourselves,  I 
know  it  is  wrong,  I  wish  it  could  be  set  right;  it  cannot  be  set  right, 
I  will  do  nothing.  But  here,  here,  we  face  the  duty,  we  cannot 
escape  it,  we  are  bound  to  do  our  work,  face  to  face,  in  clear  recog- 
nition of  the  truth,  unpalatable,  deplorable  as  it  may  be,  and  the 
truth  is  that  what  the  unerring  instinct  of  the  democracy  of  our  state 
has  seen  in  this  government  is  that  a  different  standard  of  morality 
is  applied  to  the  conduct  of  affairs  of  state  than  that  which  is  applied 
in  private  affairs.  I  have  been  told  forty  times  since  this  Convention 
met  that  you  cannot  change  it  We  can  try,  can't  we?  I  deny  that 
we  cannot  change  it  I  repel  that  c]rnical  assumption  which  is  bom 
of  the  lethargy  that  comes  from  poisoned  air  during  all  these  years. 
I  assert  that  this  perversion  of  democracy,  this  robbing  democracy 
of  its  virility,  can  be  changed  as  truly  as  the  system  under  which 
Walpole  governed  the  commons  of  England,  by  bribery,  as  truly 
as  the  atmosphere  which  made  the  credit  mobilier  scandal  possible 
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in  the  Congress  of  the  United  States  has  been  blown  away  by  the 
force  of  public  opinion.  We  cannot  change  it  in  a  moment,  but  we 
can  do  our  share.  We  can  take  this  one  step  toward,  not  robbing 
the  people  of  their  part  in  govemmenti  but  toward  robbing  an  irre- 
sponsible autocracy  of  its  indefensible  and  unjust  and  undemo- 
cratic control  of  government,  and  restoring  it  to  the  people  to  be 
exercised  by  the  men  of  their  choice  and  their  control. 
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THE  CHECK   AND  BALANCE   SYSTEM   AND  ITS 

REVERSION 

By  Jacob  Tanger,  Ph.D., 
Milleisville  State  Normal  School 

The  reactionary  movement  which  developed  into  the  French 
Revolution  presents  from  among  the  flood  of  literature  of  the  day 
setting  forth  both  the  economic  and  political  evils  of  the  old  regime, 
a  theory  of  government  which,  because  of  its  acceptance  in  the 
United  States  and  later  in  France,  and  also  in  the  South  American 
Republics,  has  become  a  fixed  element  in  the  political  thinking  of 
our  day.  The  desire  to  limit  the  sovereign  was  the  distinguishing 
feature  of  the  pamphlets  and  letters  of  Frenchmen  of  the  period 
touching  upon  the  condition  of  their  country.  With  most  con- 
vincing argument  Montesquieu  in  1748  presented  his  view  that  the 
security  that  undivided  sovereignty  should  not  become  a  despotism 
lay  in  the  performance  of  the  executive,  legislative,  and  judicial 
functions  by  special  bodies.  His  observation  of  the  British  people 
led  him  to  conclude  that  their  enjoyment  of  political  liberty  was 
due  to  the  particular  merits  of  their  constitution,  by  which  the 
king's  ministers,  the  legislature,  and  the  law  courts  performed 
functions  with  a  greater  degree  of  independence  than  was  the  case 
in  any  other  nation.  He  did  not  hope,  however,  to  have  this  ideal 
type  of  government  established  in  France,  but  rather  to  have  a 
restoration  of  "privileges  which  though  discontinued  were  not  lost 
to  memory,"  and  of  "those  opposed  and  conflicting  interests  which 
interpose  a  salutary  check  on  all  precipitate  resolutions,  so  organ- 
ized as  to  limit  arbitrary  power  of  the  government. " 

Montesquieu  died  in  1755,  but  his  theory  of  government  sur- 
vived in  the  minds  of  men  more  radical  than  he,  who,  after  the 
lapse  of  forty  years  from  the  time  of  its  statement,  encouraged  to 
some  extent  no  doubt  by  the  acceptance  of  the  doctrine  by  Black- 
stone  in  England  as  the  principle  underlying  the  British  government 
and  its  application  in  the  American  state  and  federal  constitutions, 
applied  it  with  uncritical  faith  in  the  French  constitution  of  1791. 

A  more  minute  analogy  between  Montesquieu's  theory  and 
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the  British  government  was  drawn  by  Blackstone  in  his  Com^ 
mentaries  published  in  1765.  It  was  this  work  on  English  Islvt 
which  has  served  as  the  foundation  for  much  of  our  legal  training 
even  in  the  present  day,  that  presented  to  the  framers  of  the  state 
constitutions  and  later  of  the  United  States  Constitution,  the  sys- 
tem of  checks  and  balances  as  applied  in  actual  government  of 
the  time.  The  great  jurist's  recognition  of  the  principle  in  the 
British  government  is  clearly  apparent  when  he  refers  to  the 
Crown,  the  Lords,  and  Commons,  and  says: 

Like  three  distinct  powers  in  mechanics,  they  jointly  impel  the  machine  of 
govenmient  in  a  direction  different  from  what  either,  acting  by  itself  would  have 
gone,  but  at  the  same  time  in  a  direction  partaking  of  each  and  formed  out  of 
all;  a  direction  which  constitutes  the  true  line  of  Uberty  and  happiness  of  the 
coimtry. 

But  neither  Blackstone  nor  Montesquieu  maintained  that  a 
complete  separation  of  powers  was  possible.  There  would  be  of 
necessity  some  processes  of  osmosis  between  them — ^a  water-tight 
compartment  for  each  branch  of  the  government  was  not  contem- 
plated. 

It  was  in  the  government  of  the  American  colonies,  however, 
that  a  stricter  application  of  the  system  than  was  possible  in  the 
home  government  presented  itself.  The  presence  of  effective 
checks  and  balances  in  a  government  in  which  the  executive  and 
judicial  departments  were  creatures  of  the  home  government,  whUe 
the  legislature  was  of  local  origin,  is  strikingly  apparent.  When  the 
friction  created  by  this  maladjustment  of  governmental  function 
developed  into  an  open  conflict  and  independence  was  declared,  the 
states  in  many  cases  found  themselves  with  only  one  of  the  three 
departments  remaining,  namely,  the  legislature.  But  a  gradual 
evolution  of  executive  and  judicial  departments  was  to  follow.  At 
first  a  weak  and  carefully  circmnscribed  executive  and  judiciary- 
existed  as  a  result  of  newly  framed  constitutions  and  legislative 
enactments.  Governmental  machinery  similar  to  the  customary 
British  pattern  was  eventually  established  in  every  state  except 
Rhode  Island  and  Connecticut.  The  check  and  balance  theory  of 
government  dominated  the  thought  of  the  framers  of  these  new- 
state  constitutions  as  it  did  later  the  framers  of  the  federal  constitu- 
tion. The  difficulty  encountered  in  providing  for  the  two  branches 
of  government  hitherto  appointed  by  the  Crown,  gave  rise  to  variety 
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both  in  the  method  of  choosing  the  officials  and  in  the  extent  of 
their  power.     The  period  was  an  experimental  one  in  the  establish- 
ment of  governments.     The  political  idea  that  was  uppermost  was 
that  of  Montesquieu.     Quite  naturally  the  locally  organized  legis- 
lative branch  of  the   colonial  government  which   survived,  was 
granted  supremacy.     Fear  lest  they  should  reestablish  a  condition 
that  would  lead  to  executive  encroachment  as  they  had  experienced 
it,  undoubtedly  drove  the  framers  to  neutralize  that  department 
even  with  its  new  local  origin  to  an  unwarranted  degree.    The 
Articles  of  Confederation  reflect  the  operation  of  the  same  precau- 
tion against  the  establishment  of  monarchical  power  in  the  massing 
in  a  Congress  alone  of  the  few  powers  the  states  were  willing  to 
concede.    The   incompetency   of  government  provided   in  tl^ese 
Articles,  as  well  as  that  of  the  state,  eventually  brought  both  finan- 
cial and  commercial  distress  sufficiently  pressing  to  necessitate 
distinct  provision  for  well  defined  executive  and  judicial  powers. 
How  these  were  to  be  incorporated  with  the  assurance  that  they 
would  fimction  with  sufficient  vigor  to  assure  stability  of  govern- 
ment, and  yet  with  not  so  much  vigor  as  to  endanger  the  activity 
of  the  legislative  branch,  was  a  problem  of  no  small  importance 
when  the  Federal  Convention  assembled  in  1787  to  revise  the  Arti- 
cles of  Confederation. 

The  creation  of  a  strong  executive  and  judicial  department  was 
accepted  as  a  necessary  requirement.     State  rivalry  and  the  com- 
mon fear  of  a  strong  federal  government  among  the  state  legisla- 
tures prevented  the  establishment  of  a  system  of  government  that 
could  in  any  respect  become  aggressive.     The  results  of  the  work 
of  the  convention  show  the  most  deliberate  application  of  the  theory 
of  checks  and  balances  yet  produced.     The  creation  of  a  strong 
executive  and  judicial  department  was  accepted  as  a  necessary 
requirment  of  the  new  government  soon  after  the  delegates  entered 
upon  their  task.     That  they  should  exist  and  still  not  become  the 
oppressive  agents  they  had  proven  to  be  in  colonial  government, 
taxed  their  ingenuity. 

As  a  result  of  the  application  of  Montesquieu's  theory  to  these 
conditions,  the  constitution  presented  a  form  of  government  in 
which  the  legislature  was  divided  into  two  branches,  that  they 
might  serve  as  checks  on  each  other,  and  strong  executive  and 
judicial  departments  endowed  with  the  powers  of  appointment, 
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veto,  and  annulment,  that  they  might  not  only  preserve  themselves 
but  also  limit  the  power  of  the  legislature  as  well.  The  selection  of 
the  lower  branch  of  Congress  was  given  to  the  people,  while  the 
upper  was  to  be  chosen  by  the  state  legislatures;  an  arrangement 
whereby  the  will  of  the  people  and  the  will  of  the  states  would  be 
expressed  in  legislation  acceptable  to  both.  An  indirect  method 
of  choosing  the  chief  executive  was  provided,  that  neither  the  state 
nor  the  people  would  have  undue  advantage  in  controlling  this  all- 
important  and  hitherto  dangerous  official.  The  appointment  of 
the  judiciary  by  the  President,  with  the  advice  and  consent  of  the 
Senate,  represents  still  further  the  ingenuity  of  the  framers  in  their 
eflFort  to  prevent  a  continuous  line  of  influence  finding  expression  in 
the  several  departments.  The  legislature  which  had  hitherto 
enjoyed  great  freedom  of  activity  was  now  not  only  restricted  by 
the  executive  and  judiciary  departments,  but  also  by  limitation  on 
the  character  of  its  legislation. 

It  is  of  interest  to  note  the  jealousy  with  which  each  depart- 
ment has  guarded  itself  against  the  encroachments  of  the  other  from 
time  to  time  during  the  history  of  our  present  constitution.  In 
1796,  during  Washington's  administration,  the  House  of  Representa- 
tives called  on  the  President  for  instructions  given  to  the  United 
States  Minister  preliminary  to  Jay's  Treaty,  which  had  been  already- 
ratified,  "except  such  as  any  existing  negotiations  may  render 
improper  to  be  dbclosed."  On  the  30th  of  March  of  the  same 
year  Washington,  in  a  message  to  the  House,  responded  in  part  as 
follows: 

As  it  is  essential  to  the  due  administration  of  the  government  that  the  bound- 
aries fixed  by  the  Constitution  between  the  different  departments  should  be 
preserved,  a  just  regard  for  the  Constitution  and  to  the  duty  of  my  office,  under 
all  circumstances  of  this  case,  forbids  a  compliance  with  your  request. 

When  the  Senate  called  upon  President  Jackson  on  December 
11,  1833,  to  communicate  to  the  Senate  "a  copy  of  the  paper  which 
had  been  published"  over  his  signature,  and  which  bore  directly 
on  the  subject  of  the  removal  of  deposits  from  the  United  States 
bank,  he  replied  in  his  message  of  refusal  that  the  executive  ^w^as 
"a  coordinate  and  independent  branch  of  the  government  equally 
with  the  Senate."    He  continued  with  the  following  declaratiou : 

Knowing  the  Constitutional  rights  of  the  Senate,  I  shall  be  the  last  man  under 
any  circumstances  to  interfere  with  them.    Knowing  those  of  the  Executive,  I 
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ahall  at  all  times  endeavor  to  maintain  them  agreeably  to  the  provisions  of  the 
Ck>n8titution  and  to  the  solemn  oath  I  have  taken  to  support  and  defend  it. 

After  refusing  on  several  occasions  to  concede  to  the  Senate  the 
right  to  make  requests  of  this  kind,  he  expressed  himself  in  a  message 
of  February  10, 1835,  in  regard  to  a  request  of  an  earlier  date,  in  the 
following  manner: 

This  is  another  of  those  calls  for  information  made  upon  me  by  the  Senate 
which  have,  in  my  judgment,  either  related  to  the  subjects  exclusively  belonging 
to  the  Executive  Department  or  otherwise  encroached  on  the  Constitutional 
power  of  the  Executive.  Without  conceding  the  right  of  the  Senate  to  make 
either  of  these  requests,  1  have  yet,  for  the  various  reasons  heretofore  assigned 
in  my  several  replies,  deemed  it  expedient  to  comply  with  several  of  them.  It  is 
now,  however,  my  solemn  conviction  that  I  ought  no  longer,  from  any  motive 
nor  in  any  degree  to  yield  to  these  unconstitutional  demands.  Their  continued 
repetition  imposes  on  me,  as  the  representative  and  trustee  of  the  American 
people,  the  painful  but  imperious  duty  of  resisting  to  the  utmost  any  further 
encroachment  on  the  rights  of  the  Executive. 

President  Tyler,  in  answer  to  a  request  by  the  House  addressed 
to  the  President  and  heads  of  the  several  departments,  said  to  com- 
ply would  not  be  "consistent  with  the  rights  and  duties  of  the 
Executive  Department,"  and  further: 

It  becomes  me,  in  defence  of  the  Constitution  and  laws  of  the  United  States, 
to  protect  the  Executive  Department  from  all  encroachments  on  its  powers, 
rights,  and  duties. 

Presidents  Polk  and  Fillmore  refused  to  comply  with  similar 
requests.  President  Cleveland,  in  his  message  of  March  1,  1886, 
in  referring  to  the  numerous  demands  of  the  Senate  upon  the  differ- 
ent departments  of  the  government  for  information  and  documents, 
said: 

My  oath  to  support  and  defend  the  Constitution,  my  duty  to  the  people  who 
have  chosen  me  to  execute  the  powers  of  this  great  office  and  not  to  relinquish 
them,  and  my  duty  to  the  Chief  Magistracy,  which  I  must  preserve  unimpaired 
in  all  its  dignity  and  vigor,  compel  me  to  refuse  compliance  with  these  demands. 

The  judiciary  has  asserted  its  independence  and  maintained  it 
to  an  even  greater  degree.  Washington  in  his  first  administration 
asked  the  Supreme  Court  for  advice  concerning  the  rights  and  duties 
of  the  United  States  under  certain  treaties  and  international  law. 
The  court  refused  to  grant  his  request,  and  asserted  that  it  would 
only  render  an  opinion  on  the  point  involved  when  a  case  was  brought 
before  it.     More  than  a  century  of  precedents  now  sustaiivs  this 
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position  of  our  courts.  President  Jefiferson's  refusal  to  appear 
before  the  Supreme  Court  at  the  request  of  Chief  Justice  Marshall 
seems  to  have  left  no  doubts  as  to  the  inability  of  the  courts  to 
control  the  executive.  The  legislative  department  has  found  itself 
hedged  in  from  the  beginning  by  the  express  denial  to  it  of  certain 
powers  by  the  Constitution,  the  veto  of  the  President,  and  the 
nullification  of  its  acts  by  the  Supreme  Court.  It  has,  however,  at 
times  asserted  itself  in  a  hostile  manner  towards  one  or  the  other 
of  its  departments,  but  with  no  permanent  results,  as  in  1801 
when  it  attempted  to  abolish  the  federal  courts,  and  in  1868  when 
it  disciplined  a  President  and  incidently  determined  the  character 
of  the  Supreme  Court. 

Such  in  brief  is  an  outline  of  the  attempt  to  apply  and  preserve 
Montesquieu's  systems  of  checks  and  balances  in  our  federal  govern- 
ment. An  observation  of  its  application  and  survival  elsewhere 
will  not  be  out  of  place  at  this  point.  As  already  stated,  the  French 
constitution  of  1791  was  drafted  in  strict  accord  with  Montesquieu's 
doctrine.  The  constitution  of  1799,  under  which  Napoleon  secured 
for  himself  the  office  of  first  consul,  stipulated  that  the  first  step  in 
the  enactment  of  laws  shall  be  their  initiation  by  the  administration. 
The  adoption  of  that  constitution  indicates  the  disappearance  of 
the  doctrine  from  federal  forms  of  government.  The  establishment 
of  the  French  Republic  presents  additional  evidence  of  the  rejection 
of  the  doctrine  by  the  French  people  in  the  provisions  of  their  Con- 
stitution of  1875,  whereby  the  executive  and  legislative  powers  are 
definitely  connected  and  express  power  is  given  to  the  President  to 
initiate  laws. 

A  brief  inspection  of  the  British  government,  the  "mirror''  in 
which  Montesquieu  saw  his  theory  most  nearly  realized,  indicates 
no  reversion  to  the  royal  veto  abandoned  in  the  be^nning  of  the 
eighteenth  century,  but  rather  the  development  of  a  much  closer 
relation  between  the  executive  and  the  legislative  departments 
through  the  ministry,  with  the  gradual  reduction  of  the  opposition 
presented  by  the  House  of  Lords.  Nor  has  there  been  any  tend- 
ency to  apply  the  principle  which  Montesquieu  saw  so  nearly- 
perfected  in  the  home  government,  in  the  establishment  of  gov- 
ernments in  outlying  dominions.  The  governments  of  Canada, 
Australia,  and  South  Africa  are  all  characterized  as  responsible  gov- 
ernments.   A  close  relation  between  the  executive  and  legislative  is 
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expressly  provided  in  their  systems  of  government.     In  Canada  all 
executive  acts  are  done  on  the  advice  of  the  cabinet,  the  members 
of  which  hold  office  only  so  long  as  they  retain  the  confidence  of  the 
people  as  expressed  by  their  representatives  in  parliament.     In 
Australia  the  executive  power,  vested  in  the  King,  is  exercisable  by 
the  Governor  General,  who  is  assisted  by  an  Executive  Council  of 
responsible  Ministers  of  State.     These  ministers  are,  or  must  be- 
come within  three  months,  members  of  the  Federal  Parliament. 
The  government  of  South  Africa  is  of  practically  the  same  char- 
acter as  that  of  Canada  and  Australia.     The  Governor  General 
holds  office  diu-ing  the  King's  pleasure.     He  is  advised  by  an  Execu- 
tive Council,  whose  members  he  nominates.     Every  minister  of 
state  thus  appointed  may  sit  and  speak  in  either  house,  but  can 
vote  only  in  the  house  of  which  he  is  a  member;  but  ministers  can- 
not hold  office  for  a  longer  period  than  three  months  unless  they 
are  or  become  members  of  either  House  of  Parliament  by  regular 
election.     In  fact  the  writers   on  the  British   Government  now 
scarcely  recognize  the  theory.     Hallam  in  his  famous  work,  Con- 
stitutional  History  of  England,  published  in  1827,  did  not  refer  to  a 
check  and  balance  system  as  even  existing,  but  treated  the  English 
Constitution  as  being  based  on  the  connection  of  powers.     Bagehot 
in  a  later  work,  The  English  Constitution,  devotes  a  chapter  to  "  Its 
Supposed  Checks  and  Balances. "    Lack  of  support  of  the  doctrine 
both  as  a  theory  and  in  practice,  is  clearly  indicated  by  constitu- 
tional developments  of  the  19th  century  in  France  and  the  British 
Empire.     An  inspection  of  the  governments  of  South  America, 
which  were  patterned  to  a  large  degree  on  that  of  the  United  States, 
reveals  in  several  instances  an  immistakable  tendency,  as  a  result 
of  revolutions  and  consequent  constitutional  revisions,  to  adopt 
the  present  French  system. 

In  considering  the  check  and  balance  system  in  the  government 
of  the  United  States,  at  an  earlier  point  reference  was  made  to  the 
almost  ever  present  friction  and  at  times  violent  clashes  between 
.  the  several  departments.     More  eflfective,  however,  in  changing 
the  character  of  our  government  has  been  the  pressure  brought  to 
bear  indirectly  upon  the  three  departments,  which  has  tended  to 
mold  them  in  its  subtle  manner  into  a  purposeful  and  harmoniously 
functioning  government.     Gradually  in  the  actual  working  of  the 
government,  the  separation  of  departments  as  a  principle  has  been 
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discounted  in  favor  of  the  fulfillment  of  the  wish  of  the  people. 
Efforts  to  amend  the  Constitution  so  as  to  have  it  contain  a  definite 
statement  of  the  doctrine  of  the  separation  of  powers,  in  accordance 
with  which  the  three  departments  were  establish^,  ended'  with 
the  first  Congress.  The  first  check  to  disappear  without  amending 
the  Constitution  was  the  choosing  of  the  President  by  electors, 
and  we  may  safely  say  that  it  is  but  the  forerunner  of  the  direct 
primary.  The  conflict  over  the  slavery  question  ended  with  the 
overthrow  of  the  logical  structure  built  on  the  Constitution  by 
Calhoim  and  the  rise  of  the  national  idea  worked  out  opportunely 
and  presented  by  Webster,  which  in  its  later  acceptance  and  appli- 
cation by  Lincoln  dealt  a  fatal  blow  to  the  chaotic  possibilities  of 
''State  Rights"  and  secession.  Another  factor,  and  one  that  has 
had  a  tendency  to  reduce  the  barriers  separating  the  different  de- 
partments, in  a  more  consistent  and  continuous  manner  than  any 
other,  is  the  political  party.  With  the  party  eventually  came 
organization  and  leadership  and  a  definite  governmental  program. 
The  logical  leader  of  the  party  in  oflice  is  the  President.  To  him 
we  now  look  for  the  carrying  out  of  the  preelection  promises  of  the 
party.  Gradually,  although  in  some  cases  reluctantly,  he  has  been 
advancing  to  a  position  where  he  actually  dominates  the  legislative 
activities  of  Congress.  President  Lincoln,  in  his  earnest  advocacy 
of  compensated  emancipation,  presented,  for  the  first  time  by  a 
chief  executive,  a  draft  of  a  bill  in  connection  with  a  message  in 
recommending  a  solution  of  the  slavery  problem.  Drafts  of  bills 
and  joint  resolutions  were  presented  with  messages  to  Congress  by 
Johnson,  Grant,  Hayes,  Arthur,  Cleveland  and  Harrison.  Presi- 
dent Taft  adopted  the  plan  of  informing  Congress  in  his  special  mes- 
sages that,  at  his  request,  the  head  of  one  of  the  departments  had 
prepared  a  bill  providing  for  the  special  thing  to  which  he  referred 
in  his  message,  and  that  such  bill  was  at  the  disposal  of  the  appropri- 
ate committee  of  Congress,  if  they  choose  to  avail  themselves  of  it. 
The  committees  in  these  instances  promptly  asked  for  the  bill  and 
discussed  it.  President  Wilson  has  openly  assisted  in  preparing 
a  legislative  program  with  the  party  leaders  in  the  Senate  and 
House,  and  has  insisted  that  certain  measures  be  passed. 

A  more  radical  reaction  against  the  check  and  balance  system 
is  seen  in  the  recent  adoption  of  the  commission  form  of  government 
for  our  cities.     The  lack  of  responsiveness  and  definite  responsi- 
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bility  in  the  old  system,  together  with  its  inefficient  administration 
of  the  people's  affairs,  caused  it  to  give  way  under  the  pressure  of 
definite  problems  to  a  system  of  responsible  government.  Evidences 
of  similar  changes  in  the  state  governments  are  not  so  apparent. 
A  strong  executive  has  in  several  instances,  however,  succeeded  in 
having  the  wish  of  the  people  carried  out  by  overcoming  the  inac- 
tion of  the  legislature. 

When  we  come  to  inquire  why  the  check  and  balance  system  is 
losing  its  grip  on  our  government,  our  only  answer  seems  to  come 
after  an  observation  of  the  change  in  conditions  economic  and  social 
during  the  past  century.     In  a  new  coimtry  with  room  for  expan- 
sion, a  government  guaranteeing  security  to  the  property  of  the 
individual  and  at  the  same  time  sufficiently  well  adjusted  as  to 
run   without   constant  watching,  was  quite  satisfactory  to  the 
majority  of  the  people.     Appeals  to  the  people  and  popular  pro- 
grams were  not  wanting,  however.     Advocates  of  democracy  as  a 
principle  have  been  present  throughout  the  period  and  have  done 
much  to  promote  the  cause  of  the  people  in  the  name  of  democracy,' 
but  it  was  only  when  industrialism  and  big  business  attempted  to 
securely  entrench  themselves  behind  the  guarantees  to  minorities 
that  the  less  favored  majority  began  to  turn  to  their  governnxent 
for   assistance.     The  indirect   method   of   electing  senators   was 
attacked  with  resistless  vigor,  and  means  were  devised  for  popular 
selection  prior  to  the  amendment  of  the  constitution  to  that  effect, 
in  order  that  the  people  might  make  their  influence  more  directly 
felt  in  Congress.     The  executive  as  more  nearly  representing  all 
the  people  than  any  other  department,  was  looked  to  as  the  leader 
of  the   majority.     President   Roosevelt  assumed   this  leadership 
with  vigor.     President  Taft,  on  the  other  hand,  due  no  doubt  to 
his  deep  respect  for  judicial  precedents,  reluctantly  took  up  the 
task,  and  only  after  he  found  that  Congress  had  done  practically 
nothing  toward  redeeming  party  pledges  by  legislative  enactments. 
President  Wilson  upon  his  inauguration  openly  and  confidently 
assumed  the  responsibilities  of  the  leader  of  his  party,  and  set  about 
his  task,  to  the  general  satisfaction  of  the  people,  by  calling  a 
special  session  and  casting  precedent  aside  in  appearing  in  person 
before  the  assembled  houses  to  read  his  message. 

Frequent  proposals  have  been  made  both  in  and  out  of  Con- 
gress to  the  effect  that  heads  of  our  executive  departments  be  ad- 
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mitted  to  either  House  of  Congress,  whenever  measures  relating 
to  their  own  department  are  under  consideration.  The  obvious 
intent  of  those  advocating  this  change  in  the  relation  of  the  de- 
partments of  the  government  is  to  make  possible  a  more  harmonious 
administrative  policy.  A  greater  departure  from  the  present  system 
of  separate  executive  and  legislative  authority  is  that  contained  in 
the  proposals  permitting  members  of  either  house  to  occupy  cabinet 
positions.  While  members  of  the  cabinet  could  without  doubt  be 
permitted  to  sit  in  Congress  and  take  part  in  debates  without 
amending  the  Constitution,  a  member  of  either  house  could  not 
occupy  a  cabinet  position  because  of  constitutional  limitations. 
A  closer  alliance  between  the  cabinet  and  Congress  would  undoubt- 
edly secure  greater  harmony  in  the  conduct  of  public  business  by 
making  possible  a  definite  party  plan  of  action.  A  proposed  amend- 
ment to  the  Constitution  made  by  Senator  Bristow  of  Kansas  on 
December  4,  1912,  if  adopted  would  have  extended  the  President's 
power  over  legislation  to  a  marked  degree,  by  providing  that  he 
might  submit  to  the  electors  at  a  regular  Congressional  election 
measures  recommended  by  him  which  Congress  had  failed  to  enact 
within  six  months.  In  case  such  measure  should  receive  a  majority 
vote  in  a  majority  of  the  Congressional  districts  and  also  in  ^ 
majority  of  the  States,  it  should  become  a  law.  This  referendum 
if  adopted  would  no  doubt  rarely  be  used,  but  would  secure  the  end 
sought  by  keeping  Congress  awake  to  the  call  of  public  opinion  as 
developed  imder  the  leadership  of  a  strong  executive. 

Opposition  to  this  increase  of  power  on  the  part  of  the  Presi- 
dent is  not  wanting.  There  are  those  who  rise  in  one  or  the  other 
houses  of  Congress  and  denounce  it  as  only  becoming  to  a  czar,  and 
as  directly  opposing  the  principle  of  checks  and  balances  in  accord- 
ance with  which  our  government  was  framed.  Arguments  of  this 
kind  in  recent  years  are  not  taken  seriously  in  either  body.  That 
there  are  far  reaching  advantages  in  the  modification  of  the  system 
to  the  extent  already  observed,  seems  to  be  generally  accepted. 
It  means  a  prompter  and  more  efficient  expression  of  public  opinion 
as  well  as  a  better  placing  of  responsibility.  It  will  without  doubt 
mean  more  sincere  party  platforms.  As  to  the  danger  in  increasing 
the  President's  power,  the  real  increase  of  power  accrues  to  the 
people,  for  by  its  exercise  they  are  able  to  render  far  more  effective 
their  support  of  desirable  measures. 
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THE  INVISIBLE  GOVERNMENT  AND  ADMINISTRATIVE 

EFFICIENCY! 

By  Edoab  Dawson, 

New  York  City. 

During  the  first  few  weeks  after  each  gubernatorial  election  in 
New  York  State  such  remarks  as  the  following  are  frequently 
heard:  "We  are  expecting  a  good  deal  from  the  new  governor.  He 
has  made  a  faithful  and  efficient  officer  heretofore;  and  we  believe 
he  will  set  things  to  rights  at  Albany  if  any  man  can  do  it/'  Such 
statements  are  made  by  those  who  believe  that  it  is  possible  for  the 
governor  of  New  York  State  to  perform  the  duty  which  the  con- 
stitution imposes  upon  him  and  'Hake  care  that  the  laws  are  faith- 
fully executed."  They  believe  that  the  success  of  the  administra- 
tion in  which  he  serves  does  in  a  large  measure  depend  upon  his 
willingness  to  do  his  duty  and  upon  his  ability  as  an  administrative 
officer.  The  purpose  of  this  paper  is  to  show,  as  fully  as  the  narrow 
limits  assigned  to  it  make  possible,  that  this  belief  is  wholly  erro- 
neous, and  that  the  governor  is  chief  executive  only  in  the  imagina- 
tion of  those  who  are  not  familiar  with  the  tangled  mass  of  civic 
relations  which  has  its  centre  at  Albany. 

The  mistaken  notion  of  the  position  of  the  governor  is  based 
in  some  measiu*e  on  a  comparison  of  his  functions  and  powers 
with  those  of  the  President  of  the  United  States.  But  the  President 
is  the  only  one,  among  the  thousands  of  members  of  the  federal 
administration,  who  is  elective.  He  is  in  theory  at  least,  and  not 
seldom  in  fact,  really  master  of  the  executive  departments  during 

^  Meet  of  the  detailed  information  on  which  are  based  the  general  state- 
ments in  this  paper  is  to  be  found  fully  and  officially  set  forth  in  two  volumes 
on  The  Constitution  and  Qovemment  of  the  State  of  New  York,  prepared  by  the 
Bureau  of  Municipal  Research  of  New  York  City  for  the  constitutional  convention 
held  in  New  York  State  in  1916.    The  attention  of  the  reader  is  i)articularly 
directed  to  one  of  these  voltunes.  An  Apprcnsalf  from  which,  with  the  kind  per- 
mission of  the  authora  and  publisherSy  are  taken  the  charts  numbered  I,  II,  III, 
IV  with  their  accompanying  keys,  appended  to  this  paper.     If  this  paper  serves 
to  bring  that  volume  to  the  attention  of  a  larger  public  than  it  has  yet  reached,  a 
useful  purpose  will  have  been  accomplished. 
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the  four  years  for  which  he  is  elected.  He  appoints  the  ten  sec- 
retaries or  heads  of  departments  which  constitute  his  cabinet. 
These  ten  heads  of  departments,  with  his  consent,  appoint  their 
inmiediate  aids,  or  assistant  secretaries.  Within  the  ten  depart- 
ments over  which  these  ten  secretaries  preside,  are  co5rdinated 
and  organized  all  the  executive  activities  of  the  entire  federal  sys- 
tem. Each  department  is  divided  into  bureaus  and  divisions,  each 
with  its  bureau  chief  or  division  chief.  Any  extravagance  or  mis- 
management may  be  traced  directly  from  the  humblest  clerk  directly 
through  the  bureau  chiefs  and  the  department  heads  to  the  Presi- 
dent himself.  The  President  has  the  power  to  discipline  or  remove 
the  offending  or  negligent  official,  and  he  is  therefore  responsible  for 
all  aspects  of  his  administration.  Moreover,  the  President  is  elected 
for  a  term  which  is  long  enough  to  make  it  possible  for  him  to  ob- 
tain some  grasp  of  the  problems  of  government  before  his  term 
approaches  its  end. 

In  every  one  of  these  respects  the  position  of -the  governor 
differs  from  that  of  the  President,  and  in  each  item  of  difference 
lies  an  explanation  of  the  fact  that  the  state  government  is  ineffi- 
cient and  extravagant,  and  the  further  fact  that  the  governor  cannot 
.  be  justly  held  responsible  for  such  inefficiency  and  extravagance. 
The  governor  is  elected  for  a  term  of  two  years,  the  first  of  which  is 
expended  by  most  men  in  becoming  familiar  with  the  duties  of  the 
office.  In  the  second  the  governor  is  approaching  the  end  of  his 
term  and  he  must  consider  the  fact  that  what  he  begins  he  may 
have  to  relinquish  unfinished  to  his  successor.  He  does  not  appoint 
any  heads  of  departments  or  secretaries  whose  duty  it  is  to  advise 
him;  he  has  no  cabinet  of  aids.  He  is  only  one  of  a  group  of  public 
officials  elected  to  high  political  office  at  the  same  time.  There  is 
no  organization  of  the  work  of  the  state  into  great  departments. 
The  work  is  distributed  through  a  multitude  of  unorganized  dis- 
juncta  of  administration  over  which  no  one  presides.  The  state 
administration  may  be  compared  to  a  corporation  which  spends 
more  than  forty  millions  of  dollars  on  current  expenses  and  employs 
fifteen  thousand  servants,  but  which  has  no  head,  no  manager,  no 
directing  will  legaUy  constUuUd  to  preside  over  it.  It  appears  to  be 
a  drifting,  amorphous  mass,  as  helpless  as  a  field  of  seaweed  in  the 
ocean.  It  is  desirable  that  emphasis  be  placed  in  the  foregoing 
sentences  on  the  words  "legally  consitituted"  and  "appears**;  for. 
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as  a  matter  of  fact,  there  is  a  strong  directing  will,  though  not  legally 
constituted,  which  prevents  the  conduct  of  the  affairs  of  the  common- 
wealth from  being  altogether  a  matter  of  directionless  drift.  This 
extra-legal  will  is  that  of  the  Invisible  Government  to  which  Mr. 
Root  (page  x)  so  eloquently  referred  in  his  now  famous  address 
before  the  state  constitutional  convention  last  suncuner. 

In  order  to  make  the  following  discussion  at  all  profitable  it  is 
necessary  that  as  concrete  a  description  as  is  possible  be  given  of  the 
sort  of  organization  under  which  the  affairs  of  New  York  State  are 
neglected.  But  to  describe  it  is  as  difficult  as  to  describe  a  mob. 
It  may  be  possible  to  give  the  number  of  persons  concerned,  and  the 
duties  expected  of  them;  but  an  orderly  description  cannot  be  made 
of  that  in  which  no  order  exists. 

The  extent  of  the  state's  service  may  be  indicated  by  the  fact 
that  it  employs,  more  or  less  permanently,  fifteen  thousand  persons 
who  are  listed  by  the  civil  service  commission.     These  represent 
almost  every  possible  occupation  and  are  engaged  in  nearly  every 
sort  of  task  that  modern  civilization  imposes.     They  are  scientists, 
mechanics,    laborers,  educators,   farmers,  sweepers,   accountants, 
road  builders,  architects.     The  relation  of  the  governor  to  their 
activities  may  be  suggested  by  the  fact  that  they  are  distributed 
through  more  than  150  separate  units  of  administration,  which 
units  are  not  grouped  for  administrative  purposes.    The  number  is 
not  more  definitely  stated  because  different  writers  of  authority 
estimate  the  number  at  various  figures  ranging  up  to  as  many  as 
170.     The  entire  federal  service  is  organized  under  ten  depart- 
ments, each  department  being  internally  organized  into  bureaus 
and  divisions;   the  state  service  is  not.     The  negative  condition 
scarcely  needs  further  emphasis. 

With    the    governor   are   elected,   generally  from   his   party, 
a  secretary  of  state,  a  comptroller,  attorney-general,  treasurer,  and 
state  engineer  and  surveyor.     But  these  men  are  not  heads  of  de- 
partments in  the  sense  in  which  the  federal  secretaries  are  heads, 
for  there  are  no  departments  in  that  sense.     They  are  not  aids  to  the 
governor  for  they  are  frequently  out  of  sympathy  with  him  even 
when  they  adhere  to  the  party  to  which  he  belongs.     Once,  at  least, 
not  many  years  ago,  the  governor  did  not  dare  trust  tbe  attorney- 
general  to  undertake  prosecutions  which  were  necessary  because 
he  felt  sure  that  the  attorney-general  would  use  the  opi)ortunity 
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for  partisan  purposes.  The  condition  of  a  governor  and  a  comptrol- 
ler working  at  cross  purposes  is  not  exceptional.  A  governor  op- 
posed by  his  official  legal  adviser  and  by  the  principal  financial 
agent  of  the  state  is  helpless  enough  to  impress  the  mind  of  the  most 
casual  observer.  The  governor  is  merely  one  of  a  number  of  mis- 
cellaneous state  officers  with  the  advantage  of  participation  in  a  very 
limited  way  in  le^lation,  and  the  disadvantage  that  he  is  not  the 
head  of  any  department.  Several  other  state  officers  receive  a 
higher  salary  than  his;  and  many  of  those  not  in  the  permanent 
civil  service  hold  office  for  a  longer  term  than  he  does.* 

It  is  true  that  the  governor  has  in  theory  a  large  power  of 
appointment.*  To  be  more  accurate,  a  large  number  of  state 
officials  are  appointed  by  the  governor  with  or  without  the  coop- 
eration of  the  senate.  This  power  of  appointment  would  seem  to 
place  at  least  initial  control  in  his  hands  and  thus  make  him  in  some 
degree  responsible  for  the  conduct  of  the  work  done  by  these  ap- 
pointees. But  many  if  not  most  of  such  officers  enjoy  a  term 
longer,  some  of  them  several  times  as  long,  as  that  of  the  governor. 
They  are  therefore  in  ofljce  when  he  comes  on  the  scene  and,  re- 
maining through  his  term,  live  after  he  has  departed.  Moreover, 
their  removal  is  hedged  about  with  so  many  difficulties*  that  it  is 
practically  impossible  for  anyone  to  control  them  except  the  power 
which  can  control  the  legislative*  as  well  as  the  executive  force. 
Such  a  power  can  abolish  offices;  such  a  power  resides  in  the  In- 
visible Government. 

All  this  results  in  a  chaos  which  it  is  difficult  to  comprehend, 
almost  difficult  to  believe  exists  in  a  state  inhabited  by  some  of  the 
ablest  minds  and  strongest  wills  in  this  country,  famous  for  its 

•    *  See  appended  Chart  V. 

*  See  appended  Chart  I.  As  is  graphically  shown  by  this  chart,  "there  are  at 
least  sixteen  different  ways  of  appointing  the  heads  of  state  departments,  bureaus 
and  offices,  and  members  of  commissions."  For  a  list  of  these  sixteen,  see  An 
Appraisal,  pp.  36-37.    See  also  Charts  III  and  IV. 

^See  appended  Chart  II.  "No  argument  is  necessary  to  show  that  the 
system  of  removal  from  office  has  as  much  influence  upon  the  efficiency  of  the 
personnel  as  the  system  of  appointment."    See  also  Charts  III  and  IV. 

•  Professor  H.  J.  Ford  in  his  brilliant  essay  on  The  Cause  of  Our  Poliiical 
Corruption  has  shown  that  our  wide  separation  of  the  legislative  from  the  execu- 
tive powers,  based  wholly  in  theory  and  not  at  all  in  experience,  has  resulted  in 
giving  to  the  Invisible  Government  an  enormous  power  over  both  of  these  de- 
partments. 
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practical  business  sense.  Some  much  more  detailed  illustration  is 
necessary  to  establish  even  the  credibility  of  such  statements  as 
have  been  made. 

The  public  works  of  the  state  supply  one  of  many  possible 
illuminating  illustrations.  Affairs  in  this  field  which  would  logically 
fall  into  one  department  are  managed,  in  so  far  as  they  are  man- 
aged at  all^  by  the  following  separate  organs: 

Two  legislative  commisaions; 

A  department  of  buildings; 

A  department  of  highways; 

A  department  of  public  works; 

A  state  engineer,  who  is  elected; 

A  state  architect; 

Various  trustees  of  public  buildings; 

Various  commissions  on  parks;  * 

And  other  org^ans. 

At  the  head  of  "the  department  of  public  works"  is  a  superin- 
tendent who  is  appointed  by  the  governor  and  senate.     The  work 
of  the  department,  in  spite  of  its  name,  is  limited  to  duties  related 
to  the  canals;  and  even  in  this  field  some  of  the  duties  are  assigned 
to  the  state  engineer  by  statute.    The  duties  of  the  state  engineer 
are  pretty  definitely  fixed  and  limited;  he  is  not,  as  one  might  sup- 
pose from  his  title,  the  representative  of  the  chief  power  in  the  state 
in  matters  of  engineering.     The  state  architect,  who  is  appointed 
for  a  term  which  exceeds  that  of  the  governor,  relieves  the  state 
engineer  and  surveyor,  who  is  elective,  of  the  duty  of  preparing 
drawings  and  specifications  for  all  public  buildings,  except  (note  the 
indisposition  to  grant  too  general  powers)   for  armories,   school 
buildings  and  buildings  under  the  jurisdiction  of  the  trustees  of 
public  buildings.     There  is  something  esoteric  and  sacred  about  the 
building  of  armories  which  forbids  that  they  be  entrusted  to  a  mere 
state  architect.     It  is  scarcely  necessary  to  follow  the  devious  trail 
through  the  assignment  of  public  works  and  find  out  who  has  the 
privilege  of  supervising  the  building  of  a  garage  for  the  trustees  of  a 
public  building,  and  whether  the  official  is  elected  or  appointed,  and 
if  the  latter  whether  appointed  by  the  governor  or  by  the  le^slature. 
It  would  doubtless  appear  that  a  separate  statute  creates  a  commis- 
sion whose  duty  it  is  to  recommend  to  the  governor  the  appointment 
of  an  official  for  six  years;  and  that  this  official  be  removable  by  the 
governor  on  the  address  of  both  houses  of  the  legjblature.     It  ^^ 
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manifest  that,  in  this  department  at  least,  the  tyranny  which 
might  result  from  centralized  authority  is  carefully  avoided. 

When  it  is  realized  that  in  1914  the  state  expended  many 
millions  of  dollars  in  public  works,  the  quotation  of  the  following 
paragraph  may  seem  justified  even  in  this  brief  paper: 

With  15  boardB,  commisBioners,  officers  and  departments  engaged  in  han- 
dling various  parts  of  the  public  works  problem  of  the  state  and  with  certain  of 
these  executives  responsible  to  the  governor,  others  elected  by  the  people,  others 
appointed  by  special  boards,  others  ex-officio,  etc.,  it  is  impossible  to  formulate 
any  sort  of  a  constructive  public  works  program  which  will  co5rdinate  all  of  the 
engineering  and  general  public  service  activities  of  the  state.  Whatever  may  be 
adopted  as  a  principle  of  control,  whether  executive  or  legislative,  the  present 
organization  is  chaotic,  and  the  various  parts  are  misfits.  Engineering  prob- 
lems cannot  be  solved  quickly,  and  can  never  be  solved  effectively  without  careful 
prelirttinary  planning.  The  only  codrdinating  factor  now  to  be  found  in  the  state 
organization  is  in  the  state  engineer  as  an  individual,  due  to  the  fact  that  he,  as  an 
individual,  has  been  placed  on  most  of  the  boards  and  conmiissions  having  to  do 
with  special  problems.  Since  the  abolition  of  the  highways  commission,  however, 
there  is  no  organic  provision  for  co5peration  of  any  nature  between  the  highways 
department  and  the  general  engineering  department  of  the  state.  There  is  no 
organic  provision  for  co(^peration  between  the  department  of  architecture  and  the 
state  engineer's  department,  although  such  codperation  would  unquestionably 
increase  the  efficiency  of  the  engineering  service  of  the  state  architect's  depart- 
ment. There  is  no  organic  provision  for  codperative  working  relation  between 
the  state  engineer's  department  and  the  department  of  public  buildings,  or  the 
trustees  of  pubUc  buildings,  and  quite  inadequate  provision  for  coordination  of 
effort  between  the  hydrographic  and  general  surveying  corps  of  the  state  engi- 
neer's department  and  the  work  of  the  conservation  commission,  particularly  as 
this  latter  is  concemed  with  the  conservation  of  water  power.  It  cannot  be 
expected  that  either  economical  or  efficient  administration  of  the  public  works 
affairs  will  result  where  the  heart  of  the  public  works  organization  of  the  state  is 
wholly  independent  of  every  other  organization  engaged  in  related  work.  Best 
results  can  never  be  obtained  until  the  services  of  the  engineers  of  the  state 
engineer's  department  are  made  available  for  use  in  every  other  department  of 
the  state  government  requiring  engineering  service.  That  such  a  co5rdination 
is  not  possible  at  the  present  time  is  an  indictment  of  both  the  constitution  and 
statute  law  of  the  state.* 

To  care  for  the  public  health,^  which  function  would  naturally 
be  thought  of  as  falling  within  the  duties  of  one  department,  the 

*  An  Appraisal,  pp.  135-136.  On  the  second  of  these  pages  will  be  found  a 
list  of  highway  conmussionera,  showing  a  clear  change  of  policy  nine  times  in 
sixteen  years.    Yet  modem  road  building  is  not  a  matter  of  days  and  weeks. 

^  For  a  full  account  of  the  chaotic  condition  of  the  performance  of  this 
function  see  An  Appraisal,  pp.  158-167. 
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state  also  provides  in  devious  ways.     True  there  is  a  department 
of  health,  but  in  addition  to  this  the  department  of  agriculture  is 
"charged  with  protecting  the   public  health  through  its  chemists 
and  inspectors  of  butter,  and  other  foods;  the  department  of  labor 
is  charged  with  safeguarding  the  state  against  diseases  growing 
out  of  unhy^enic  factories  or  home  conditions  in  which  work  is 
done;  the  state  board  of  charities  and  other  departments  all  share 
the  work  which  should  fall  within  the  field  of  one  well  organized 
department  of  health.     The  governor,  of  course,  has  no  relation  to 
this  important  function,  for  the'  commissioner  of  health  is  ap- 
pointed for  a  term  of  six  years* — ^three  times  that  of  the  governor. 
To  remove  an  indifferent  commissioner  is  under  existing  circumstan- 
ces practically  out  of  the  question.' 

These  slightly  detailed  references  to  the  disorganization  of  the 
means  for  the  performance  of  two  functions  of  the  state  have  been 
given  as  illustrations.     As  has  been  stated  above,  it  is  impossible 
to  describe  chaos.     In  a  system  made  up  of  150  departments,  boards, 
bureaus,  institutions,  conunissions,  and  offices,  which  has  originated 
through  the  legislature's  adding  one  item  after  another  every  time 
it  has  been  necessary  to  reward  some  faithful  party  worker,  or  re- 
move some  unpopular  incumbent,  it  is  manifest  that  duplications 
and  inconsistensies  must  abound  to  such  a  degree  that  nothing  short 
of  the  infinite  could  grasp  and  comprehend  the  details  that  result. 
By  way  of  further  illustration  of  overlapping  authority,  six  commis- 
sions, forty  boards,  and  four  other  departments  exercise  super- 
vision over  state  institutions  for  defectives  and  other  dependents. 
The  names  and  titles,  as  has  been  shown,  give  no  indication  of  the 
functions  of  departments  or  officers.     The  superintendent  of  public 
buildings  is  '*the  janitor  of  the  state  capitol";  other  public  build- 
ings being  imder  the  supervision  of  other  officials.     There  are  two 
separate  schools  of  forestry  conducted  without  coSrdination.     There 
are  nine  schools  of  agriculture  \mder  no  common  control.     There 
are  two  schools  of  veterinary  education  competing  against  each 
other  for  appropriations  and  development. 

It  is  manifest  that  the  governor  does  not  govern,  that  be  can- 
not govern,  however  serious  his  intention  to  do  so  may  be;  that  tne 

*  See  appended  Chart  V. 

•  See  appended  Charts  II,  III,  IV. 
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constitution  and  statutes  were  drawn  with  the  clear  intent  that  he 
should  not  govern.  Since  the  affairs  are  not  under  his  control,  who 
is  responsible  for  them?  The  Invisible  Government  has  twice  been 
referred  to  above.  What  is  meant  by  the  Invisible  Government? 
Unless  something  more  definite  may  be  said  about  it  than  that  it  is 
invisible,  the  reader  may  justly  be  skeptical  about  its  existence,  and 
may  attribute  responsibility  for  the  anarchy  which  prevails  in  the 
government  of  New  York  to  nothing  more  serious  than  the  mis- 
management which  in  some  minds  is  always  associated  with  self- 
government. 

In  contrast  then  to  the  condition  of  the  official  and  legal  side 
of  the  state  government,  let  us  turn  our  attention  to  the  extra^legal 
and  imofficiid  side  of  it.  In  doing  so  we  are  brought  up  sharply 
before  a  system  in  direct  contrast  to  all  that  we  have  found  in  the 
legal  organization.  Here  is  leadership,  here  is  a  directing  will,  here 
is  organization  in  such  perfection  that  it  is  commonly  spoken  of  as 
"the  organization,"  "the  machine,"  and  these  terms  are  descrip- 
tive. It  is  not  elective,  it  takes  no  oath  of  office,  it  is  unknown  to  the 
law  or  the  constitution;  yet  its  works  are  manifest  in  all  parts  of  the 
government,  its  hand  guides  every  public  act.  To  the  private  citi- 
zen, it  seems  to  stand  silent,  inscrutable,  dominating,  beside  the 
monster  it  has  created,  directing  each  movement  of  its  life. 

But  one  must  be  concrete.  In  the  state  there  are  two  highly 
developed  political  parties.  In  these  parties  there  are  no  loose  ends, 
no  irresponsible  agents,  no  scattered  bureaus  and  commissions. 
From  the  head  downward,  authority  is  clearly  defined,  obedience  is 
punctiliously  exacted;  the  hierarchy  is  closely  interlinked,  com- 
plete, effective. 

The  purpose  of  each  organization  is  to  control  the  affairs  of 
the  state.  At  the  head  of  each  of  these  parties  there  has  generally 
been  a  man  of  great  intellectual  power  and  imi^rious  will.  Picture 
an  army  as  compact  and  obedient  as  a  Prussian  army  corps;  think 
of  it  determining  to  dominate  150  small  bodies  of  amateur  troops. 
Such  is  the  relation  between  the  public  administration  of  the  State 
of  New  York  and  the  parties  which  alternately  control  the  adminis- 
tration. The  minor  officials  know  where  the  seat  of  power  is. 
They  know  perfectly  well  who  placed  them  in  office  and  who  will 
keep  them  there.  They  observe  the  directions  taken  by  the  wires 
which  lead  to  the  real  master.    It  is  easy  to  picture  the  President 
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of  the  United  States  becoming  the  leader  of  his  party  and  taking 
away  the  control  of  public  affairs  from  the  unofficial  chieftains 
since  all  public  officials  must  look  to  him  for  their  success,  their 
very  tenure  of  office.     But  the  governor  has  no  power  over  the  150 
state  departments.     He  is  but  a  temporary  visitor.    The  party 
leader  is  permanent,  masterful,  ready  and  able  to  reward  or  punish 
on  the  instant.    Of  course  only  the  most  superficial  observer  will 
suppose  that  many  of  the  seemingly  elective  officials  are  really 
elected.     The  careful  observer  knows  that  the  citizen  who  goes 
through  the  form  of  electing  minor  officials  does  not  know,  a  week 
after  the  election,  the  name  of  the  persona  for  whom  he  has  voted; 
does  not  know  even  the  functions  of  the  offices  filled  by  them. 
He  will  vote  for  a  particular  candidate  for  attorney-general  just  as 
readily  as  he  will  vote  for  him  for  comptroller,  and  no  more  so. 
If  the  names  on  the  ballot  were  shifted  about  just  before  election,  the 
average  citizen  would  place  his  marks  on  the  ballot  just  as  if  no 
shifting  had  occurred.     The  party  selects  all  minor  candidates  who 
are,  in  theory,  elected.     This  is  no  longer  a  matter  of  opinion;  it  has 
been  proven  to  be  a  fact  over  and  over  again.    Furthermore,  only  the 
superficial  will  claim  that  the  governor  appoints  many  of  the  minor 
officials.     In  theory^  he  does;  in  fact,  the  "Organization"  selects 
them.     In  the  first  place  it  would  be  manifestly  impossible  for  the 
governor  to  assess  all  these  petty  offices  and  candidates;  in  the 
second,  he  is  himself  generally  nominated  and  placed  in  office  by 
a  party  with  which  he  is  in  harmony,  and  with  which,  it  is  reason- 
able to  assume,  he  is  going  to  *'  codperate."    He  is  but  a  member  of 
a  party  at  the  head  of  which  stands  a  powerful  and  willful  leader  who 
really  determines  the  policies  and  practices  of  the  administration  for 
which  the  governor  is  too  often  in  the  public  mind  held  accoimtable. 
The  question  ^  frequently  put,  "If  the  governor  is  but  a 
party  man,  and  is  willing  to  do  so  nearly  what  the  boss  wishes,  what 
advantage  can  result  from  giving  to  him  the  power  of  appointment 
and  removal?     The  party  leader  will  control  in  the  end  in  any 
event."     The  answer  to  this  question  lies  in  the  fact  that  any 
man  is  a  better  servant  when  placed  in  a  position  of  responsibility 
than  when  acting  not  as  governor  but  as  a  private  leader  of  a  party. 
The  administration  of  the  public  affairs  of  a  state  would  be  more 
efficient  if  the  party  leader  were  elected  govemox,  tYiaiv  a»  \t  \b 
when  he  is  permitted  to  wield  the  power  while  aiiot\ver  and  weakcx 
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man  bears  the  responsibility.  Reform  must  do  one  of  two  things: 
either  it  must  arrange  to  give  the  man  who  has  the  power  also  the 
responsibility  by  making  him  governor  and  permitting  him  to  ap- 
point his  subordinates;  or  it  milst  give  the  man  elected  governor 
power  to  control  public  affairs  through  appointment  and  removal 
in  order  that  the  real  responsibility  may  rest  on  his  shoulders. 
The  object  of  this  paper  is  not  to  show  that  governors  are  good 
men  handicapped  by  disorganization  and  that  party  leaders  are 
bad  men.  Such  is  not  the  fact.  The  party  leader  is  frequently 
as  good  a  man  as  the  governor  in  most  elements  that  make  for  man- 
hood. The  purpose  is  to  plead  that  responsibility  and  power  be 
joined  together  and  that  the  man  holding  both  be  set  up  at  the  head 
of  our  public  administration  and  be  given  an  opportunity  to  make 
good. 

Such  reorganization  would  start  with  reducing  the  15,000 
civil  servants  in  the  150  departments  to  order  by  a  syBtematic 
classification  of  functions,  a  grouping  together  of  those  which  be- 
long together,  and  placing  each  group  under  a  department  head. 
It  would  continue  by  placing  this  department  head  under  the  direc- 
tion of  the  governor  as  his  political  aid,  in  order  that  the  citizen 
.  may  say  to  the  governor,  "such  and  such  an  abuse  exists  in  this 
bureau  of  this  department.  We  hold  you  responsible  for  its  cor- 
rection or  for  the  removal  of  the  department  head  who  permits  it.'* 
Even  the  permanent  civil  servants  would  then  assume  a  diflferent 
attitude  toward  eflSciency.^®  Instead  of  looking  to  a  party  organi- 
zation, the  chief  object  of  which  is  party  success,  for  encouragement 
and  support,  they  would  look  to  a  governor,  whose  future  career 
depends  upon  securing  eflBcient  service,  whose  self-respect  and  whose 
every  other  higher  instinct  must  prompt  a  demand  for  better  work. 

As  a  possible  basis  for  organizing  the  government  of  New  York 

^^  The  writer  expressly  disclaims  any  reflection  against  the  honesty  or  in- 
dustry of  public  servants.  After  many  years  of  observation  he  is  convinced 
that  they  are  as  efficient  as  are  private  persons  or  the  servants  of  corporations  in 
similar  circumstances  of  confusion,  disorganization,  absence  of  responsibility, 
and  general  neglect.  The  average  public  servant  works  far  more  intelligently 
and  faithfully  than  the  average  citizen  votes.  The  citizen  who  is  loudest  in  de- 
nunciation of  pubUc  inefficiency  is  generally  the  most  ignorant  of  his  own  public 
duties  and  the  most  neglectful  of  those  with  which  he  happens  to  have  some 
slight  acquaintance. 
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State  the  following  list  of  ten  administrative  departments  has  been 
proposed  *^: 

Department  of  State; 
Department  of  Justice; 
Department  of  Finance; 
Department  of  Education; 
Department  of  Commerce  and  Labor; 
Department  of  Corporate  Control; 
Department  of  Agriculture; 
Department  of  Public  Works  "; 
Department  of  Charities  and  Corrections  ^*; 
Department  of  Public  Safety. 

Whether  the  list  contain  ten  or  twelve  departments  is  not 
vital.  Whether  precisely  this  classification  be  followed  is  not  es- 
sential. What  is  important  is  that  the  many  phases  of  the  work  of 
the  state  be  organis^ed  into  bureaus  and  divisions  under  a  small 
enough  number  of  departments  to  make  them  comprehensible; 
that  these  departments  be  placed  \mder  the  direction  of  responsible 
heads;  that  these  heads  in  order  that  they  may  be  responsible  be 
made  appointive  and  removable  by  the  governor  without  the  in- 
terference of  a  log-rolling  senate;  and  that  the  governor  be  given  a 
term  long  enough  to  make  it  possible  for  him  to  formulate  and  exe- 
cute policies  in  the  public  interest.  Then  would  power  and  respon- 
sibility be  united;  then  the  Invisible  Government  would  cease  to 
be,  for  government  would  become  apparent  to  the  eye  of  any 
intelligent  citizen.  The  officer  whom  we  now  hold  responsible  would 
then  actually  be  responsible  for  the  reins  of  power  would  be  in  his 
hands. 

"  By  Professor  Beard  in  his  American  OovemmerU,  pp.  606-^7,  where  be 
discusses  with  approval  Mr.  F.  H.  White's  proposals  which  are  to  be  found  in 
The  PdiUcal  Science  Quarterly,  1903,  Vol.  XVIII,  p.  666. 

^  For  a  long  list  of  the  present  irresi>onsible  organs  which  would  be  placed  in 
directed  cooperation  under  this  department  see  An  Appraiaalf  pp.  129-139. 

"iSupra,  pp.  146-158. 
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POLITICS  AS  A  BARRIER  TO  AN  ADEQUATE  AND 
EFFICIENT  SYSTEM  OF  NATIONAL  DEFENSE 

Bt  George  Haven  Putnam.* 

Under  the  policy  maintained  by  the  United  States  from  the 
be^nning  of  its  history,  the  control  of  the  military  and  naval 
resources  of  the  nation  has  been  left  with  the  civil  authorities. 
It  is  the  theory  of  American  government  that  the  decision  as  to 
national  policy  and  as  to  action  under  such  policy,  and  the  general 
direction  of  the  military  and  naval  forces  maintained  for  the  defense 
of  the  nation,  or  for  the  carrying  out  of  national  policy,  must  rest 
with  the  officials  selected  by  the  people  for  the  government  of  the 
country. 

The  President  who,  notwithstanding  the  form  of  the  electoral 
college,  represents  the  political  choice  of  the  voters  of  the  country, 
is  himself  the  commander-in-chief  of  the  army  and  of  the  navy. 
The  secretary  of  war  and  the  secretary  of  the  navy,  nearly  always 
civilians,  serving  as  members  of  the  Cabinet,  are  selected  by  the 
President  and  are  subject  to  confirmation  by  another  civU  authority, 
the  United  States  Senate.     The  amount  of  the  expenditure  that  is 
to  be  incurred  from  year  to  year  for  the  maintenance  of  the  army 
and  of  the  navy,  and  for  constructive  work  for  new  forts  or  for 
additional  vessels,  is  fixed,  in  the  first  place,  by  a  committee  in  the 
House  of  Representatives,  whose  action  is  confirmed  by  the  vote 
of  the  Senate.     The  committees  fixing  these  appropriations,  through 
which  are  determined  the  effective  force  of  the  army  and  navy, 
have  before  them  the  recommendations  of  the  President,  the  secre- 
tary of  war,  and  the  secretary  of  the  navy,  and  these  recommenda- 
tions are  based  upon,  or  are  assumed  to  be  based  upon,  the  reports 
and  recommendations  submitted  by  the  army  boards  and  navy 
boards,  composed  of   trained  and   experienced  officers  who  have 
been  charged  with  the  duty  of  investigating  conditions  and  of  put- 
ting into  shape  the  plans  for  the  eflfective  maintenance  and  devel- 
opment of  the  army  and  navy. 

^The  limitations  of  the  space  in  The  Annals  rendered  necessary  the 
omission  of  certain  portions  of  Mr.  Putnam's  paper.  These  omissions  are  indi- 
cated by  asterisks. 
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32  The  Annals  of  the  American  Academy 

In  no  country  in  the  world  is  the  civilian  control  of  army  and 
navy  so  complete  as  in  the  United  States,  although  there  is  in  Great 
Britain  an  approximation  to  the  American  S3rstem.  There  are  but 
few  Americans  who  would  be  prepared  at  this  time  to  raise  question 
concerning  the  wisdom  of  this  civilian  control  over  the  fighting 
resources  of  the  nation.  We  recognize  that  under  a  system  such 
as  has  been  developed  in  Germany,  where  the  organization  of  army 
and  navy  is  determined  by  military  and  naval  staffs,  acting  under 
the  direction  of  the  Emperor,  himself  a  trained  soldier,  it  is  possible 
to  secure  a  very  much  larger  measure  of  fighting  efficiency  than  can 
be  looked  for  under  our  system.  It  had  been  known  in  advance  of 
the  present  war  that  under  the  German  system,  with  the  direct 
Imperial  control,  and  through  the  organization  of  efficient  staffs 
by  which  should  be  determined  the  details  of  organization,  the 
mapping  out  of  the  territory  of  the  Empire  into  army  departments 
and  smaller  regions  controlled  by  division  organizations,  a  much 
larger  return  in  the  form  of  fighting  efficiency  could  be  secured  in 
proportion  to  the  expenditure  required  than  could  ever  be  looked 
for  under  either  the  American  or  the  English  methods,  in  which 
Congress  or  Parliament  insists  upon  retaining  in  its  own  hands 
the  authority  and  the  control. 

The  American  citizen,  like  the  Englishman,  has  been  willing 
to  sacrifice  fighting  efficiency  for  the  sake  of  the  certainty  of  re- 
taining his  citizen's  control  over  national  action.  Under  the  con- 
ditions obtaining  in  the  twentieth  century,  Americans  must,  how- 
ever, recognize  that  the  United  States  has  reached  a  point  where 
its  fighting  efficiency  and  the  organization  of  the  resources  back 
of  its  fighting  force,  must  be  brought  into  comparison,  and  possibly 
in  the  near  future  into  conffict,  with  the  systems  and  the  organiza- 
tions of  other  nations.  It  becomes  necessary,  therefore,  for  us  to 
consider  how  far  it  may  be  practicable  without  too  serious  a  sacri- 
fice of  American  theories  of  representative  government,  and  of 
citizens'  control  of  the  action  of  such  government,  to  develop  an 
improvement  of  the  methods  of  organization  and  of  expenditure 
that  have  during  the  past  years  been  accepted  or  endured. 

Americans  have  the  reputation  of  being  a  business-like  people 
and  of  applying  common  sense  and  a  fair  order  of  intelligence  to 
the  management  of  their  undertakings.  There  may  well,  there- 
fore, be  a  feeling  of  annoyance,  if  not  of  mortification,  and  even  of 
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concern  for  the  future,  when  we  are  reminded  from  time  to  time 
that  we  incur  an  enormous  expenditure  for  a  very  small  measure 
of  efficiency  for  fighting,  or  even  for  defense.     *     *    *     ♦ 

As  far  back  as  Revolutionary  dayis,  before  the  shaping  of  the 
Constitution  had  determined  the  method  of  control  of  the  national 
forces,  Washington  complained  through  the  long  seven  years  of 
the  Revolution,  of  the  lack  of  intelligence  shown  by  the  Congres- 
sional committees  to  whom  had  been  entrusted,  or  who  had  assumed 
for  themselves,  the. direction  of  army  business  which  they  did  not 
understand.     Their  blunders  were  made  sometimes  through  undue 
interference  and  sometimes  through  shameful  and  heedless  neglect, 
and  these  blunders  brought  upon  the  Continental  troops  a  long 
series  of  unnecessary  burdens  and  hardships,   and  undoubtedly 
lengthened  the  struggle  for  independence.     The  American  reading 
time  history  of  the  Revolution  feels  that  the  Colonies  would  have 
been  wiser  to  have  adopted  the  system  pursued  in  an  emergency 
by  republican   Rome.     K   Washington  had  been  made  dictator, 
his  task  would  have  been  easier  and  the  country  would  have  been 
better  served.     The  twentieth  century,  however,  or  at  least  the 
twentieth  century  American,  has  no  use  for  dictators,  and  we  have 
got  to  do  the  best  that  we  can  with  our  citizens'  control.    But  this 
control  should  at  least  be  made  intelligent  and  ignorant  interfer- 
ence should  be  minimized.     The  history  of  the  army  posts  and  of 
the  navy  yards  gives  telling  examples  of  the  bad  effect  of  civilian 
authority  in  regard  to  matters  and  details  maintained  against  the 
opinions  of  the  experts.    We  have  at  this  time  in  existence  forty- 
nine  army  posts — some  eight  or  ten  have  during  the  past  twenty- 
five  years  been  abolished,  but  almost  as  many  more  have  been  added. 
The  larger  number  of  these  posts  were  created  a  century  or  three- 
quarters  of  a  century  back  for  the  very  legitimate  purpose  of  protect- 
ing the  frontiers  against  Indian  raids.    The  necessity  for  such 
protection  has  long  since  passed.    The  Indians  are  now  quiet  citi- 
zens, or  have  gone  where  good  and  bad  Indians  go.    Successive 
secretaries  of  the  army  have  given  lists  of  army  posts  which  ought 
to  be  abolished,  and  the  abandonment  of  which  would  save  moneys 
that  could  be  used  to  advantage  for  the  development  of  the  army 
strength.     These  useless  posts  have  been  retained  purely  because 
the  communities  in  which  they  are  placed  find  some  profit  iiom 
the  expenditure  connected  with  them;  and  because  the  Cong^cesa- 
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man  who  voted  for  their  abolition  would  incur  unpopularity  with 
his  constituents.  The  vote  of  no  one  Congressman  would  be  suffi- 
cient for  the  maintenance  of  the  useless  expenditure,  but  his  vote, 
coupled  with  that  of  hundreds  of  other  Congressmen  who  are  inter- 
ested on  behalf  of  their  own  districts  in  maintaining  other  futile 
expenditures,  has  been  sufficient  from  decade  to  decade  to  preserve 
these  useless  posts. 

In  1912,  Henry  L.  Stimson,  secretary  of  war  imder  President 
Taft,  rendered  an  annual  report  of  the  War  Department,  which, 
as  a  repertory  of  important  information,  incisive  analysis  and  clear- 
cut  and  weighty  recommendations,  will  retain  authority  for  years 
to  come.  It  can  be  compared  with  the  famous  report  on  taxation 
printed  some  forty  years  ago  by  David  A.  Wells  for  the  information 
and  financial  guidance  of  the  state  of  New  York.  In  this  report, 
Mr.  Stimson  gives  a  list  of  the  forty-nine  army  posts  at  that  time 
in  existence.  He  points  out,  in  line  with  the  recommendation  of 
several  of  his  predecessors,  that  forty  or  forty-one  of  these  posts 
ought  to  be  abandoned.  This  change  is  important,  in  his  view, 
not  only  for  the  purpose  of  concentrating  the  scattered  forces  of 
the  little  army,  so  that  these  can  be  organized  in  proper  divisions, 
and  that  officers  and  men  can  have  the  advantage  of  division  service 
and  training,  but  also  to  avoid  wasteful  expenditure.  Mr.  Stimson 
estimates  that  not  less  than  $5,500,000  could  be  saved  annually  by 
the  closing  of  the  useless  posts.  He  shows  also  various  ways  in 
which  this  money  could  be  used  for  the  service  of  the  nation  by 
improving  the  efficiency  of  the  army.  Similar  recommendations 
have  been  made  by  successive  secretaries  of  the  navy  for  the  aboli- 
tion of  useless  navy  yards.  The  number  of  the  navy  yards  now 
carried  on  the  navy  list  is  twenty-one.  The  experts  have  recom- 
mended that  this  number  should  be  reduced  to  twelve  or  fifteen. 
Here  also  a  substantial  saving  could  be  secured.  When  the  two 
secretaries  of  war  and  the  army  and  navy  boards  are  criticized  for 
incurring  large  expenditure  with  small  results,  it  should  be  borne 
in  mind  that  certain  important  divisions  of  this  expenditure  are 
placed  outside  of  their  control. 

I  may  recall  another  instance  in  which  political  influence  caused 
unnecessary  expenditure  and  very  seriously  interfered  with  the 
fighting  efficiency  of  our  troops.  The  armies  of  our  Civil  War,  out- 
side of  the  little  nucleus  of  the  regular  army,  were  organized  as 
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United  States  volunteers-     Our  regiments  were  mustered  into  the 
service  of  the  United  States,  and  the  armies  were  directed  by  United 
States   oflBcers.    The  regiments  were,   however,  under  the  plan 
pursued,  organized  as  state  regiments.     Some  of  the  states  at- 
tempted for  a  time  methods  which  proved  to  be  unprofitable  and 
exceedingly  unsatisfactory,  under  which  the  company  officers  were 
elected  by  the  men,  and  the  field  officers  were,  later,  elected  by  the 
company  ofi&cers.     But  by  the  close  of  the  first  year  of  the  war, 
there  was,  I  believe,  a  substantially  uniform  system  in  all  of  the 
states  of  the  North  imder  which  the  regimental  officers,  company 
and  staff,  received  their  commissions  from  the  state  governors. 
The  vacancies  caused  by  death  or  resignation  were  filled  up  under 
the  authority  of  the  state  governors.     In  theory  at  least,  the  new 
commissions  for  the  companies  were  supposed  to  be  given  under 
the  recommendation  of  the  regimental  officers,  and  for  the  regiments 
by  the  brigade  commanders  who  had  direct  knowledge  of  the  service 
rendered  by  the  regiment.     In  fact,  these  vacancies  were  very 
largely  filled  with  new  men  coming  from  civil  life  without  training, 
who  were  appointed  over  the  heads  of  the  officers  in  the  front  who 
had  volunteered  for  service  early  in  the  war,  and  whose  service 
had  secured  for  them  a  valuable  training.    These  political  appoint- 
ments to  fill  vacancies  did  much  to  demoralize  the  efifectiveness  of 
the  regiments  at  the  front.     A  still  greater  evil,  however,  that  is  to 
say  a  noiore  serious  impairment  of  the  fighting  force  of  om:  Northern 
volunteers,  was  brought  about  by  the  decision  to  use  the  later  re- 
cruits, in  the  first  place  volunteers  and  after  1863,  the  conscripts, 
to  make  new  regiments  instead  of  filling  up  the  depleted  ranks  of 
the  regiments  at  the  front.     The  state  of  New  York  mustered  into 
service  during  the  four  years  of  the  war,  one  himdred  and  ninety 
regiments.     There  ought  to  have  been  kept  in  organization  not 
to  exceed  one  hundred  regiments,  and  if  the  later  recruits,  volim- 
teers,  and  drafted  men  had  been  used  to  keep  the  ranks  of  those 
regiments  filled  up,  the  effective  fighting  force  of  our  army  would 
have  been  enormously  increased.     New  men  campaigning  and  fight- 
ing shoulder  to  shoulder  with  veterans  secure  training  very  much 
more  rapidly  than  is  possible  in  a  regiment  which  is  green  from 
drummer  boy  to  colonel.     These  green  regiments  began  wrong. 
They  were  a  weakness  to  any  brigade  with  which  they  weie  «i«»o- 
ciated.     The  Confederates  had  the  common  sense  to  pMtsae  t\ie 
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sensible  system.  They  used  their  later  drafts  of  men  for  filling 
up  the  depleted  commands.  Their  regiments  were  kept  as  nearly 
as  possible  to  the  fighting  strength  and  their  brigade  divisions  and 
corps  contained  in  most  cases  nearly  double  the  force  of  our  own. 
At  the  Battle  of  Gettysburg,  for  instance,  the  men  engaged  on  the 
field  were,  taking  the  average  of  the  three  days,  very  nearly  equal 
in  number:  but  the  Confederates  had  three  army  corps  engaged 
against  six  corps  of  Federals. 

The  recommendation  of  Secretary  Stimson,  based  upon  the 
reports  of  successive  army  boards,  provides  for  concentrating  the 
army  of  the  United  States  into  a  small  number  of  departments. 
He  recommends  a  small  group  of  posts  covering  the  Atlantic  sea- 
board on  a  line  from  the  St.  Lawrence  to  Atlanta;  a  similar  series 
of  .posts  on  the  Pacific  coast  on  a  Une  between  Puget  Sound  and 
Los  Angeles,  and  two  groups  between  the  Great  Lakes  and  the 
Mexican  border.  The  coast  forts  now  number  about  eighty,  of 
which  thirty-nine  have  no  garrisons  and  the  others  have  garrisons 
averaging  one-half  the  proper  complement.  The  local  sentiment, 
however,  reflected  by  the  action  of  the  members  of  the  House  of 
Representatives,  is  strictly  opposed  to  any  lessening  either  of  the 
posts  or  of  the  coast  forts.  This  objection  is,  as  said  above,  based  in 
part  upon  the  desire  to  retain  for  the  districts  the  advantage  of  the 
annual  expenditure;  but  it  is  fair  to  say  that  it  is  also  based  in  part 
upon  state  pride.  This  local  feeling  on  the  part  of  our  forty-eight 
states,  or  even  of  the  Congressional  districts,  in  retaining  for  their 
own  territories  something  of  the  national  property — some  expression 
of  the  national  power,  is  not  imnatural,  and  in  its  general  spirit  is 
not  to  be  condemned.  It  becomes,  however,  seriously  inconvenient 
and  makes  a  real  detriment  to  a  system  of  efficiency  when  it  is 
permitted  to  stand  in  the  way  of  a  wise  administration  of  our 
resources.  If  our  system  of  defense  is  to  become  efficient,  if  we  are 
to  secure  full  value  for  the  dollars  expended,  this  objection,  whether 
based  upon  local  greed  or  local  pride,  must  be  overruled.  The  wise- 
minded  and  patriotic  citizen  must  bring  influence  to  bear  upon  his 
Congressman  so  that  he  shall  vote  not  by  district,  but  imperially; 
that  he  shall  recognize  his  duty  as  a  member  of  the  national  govern- 
ment; and  shall  use  his  vote  for  the  interests  of  the  coimtry  as  a 
whole. 

The  reports  of  the  naval  board  show  that  the  vessels  now  corn- 
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prisiiig  our  navy  represent  a  good  standard  of  C9nstruction  and  they 
are  carrying  a  force  of  officers  and  of  men  Which  comprises  as 
good  material  as  is  contained  in  any  navy  of  the  world.    These 
reports  also  make  clear  that  the  navy  is  about  two-thirds  manned; 
and  when  the  construction  of  a  new  vessel  is  completed,  it  is  possible 
to  put  it  into  commission  only  by  drafting  its  mm  from  some  of 
the  vessels  now  in  commission  which  vessels  must  then  be  laid  up. 
The  under-manning  of  the  navy  brings  disproportioned  labor  upon 
the  men  on  each  ship,  labor  which  may  from  time  to  time  cause 
discontent  and  yliscoiuragement  for  the  service.    These  reports  also 
show  that  the  present  navy  is  not  complete  se  a  properly  equipped 
or  effective  unit.    Naval  men  know,  and  they  are  the  only  men. 
who  do  know,  just  what  is  required  to  make  a  complete  unit  efficient 
for  its  purpose.    They  point  out  that  the  existence  of  so  many 
dreadnaughts,  in  the  old  term  "ships  of  the  line,"  calls  for  a  comple- 
ment of  so  many  cruisers.    There  is,  in  like  manner,  reqmrement 
for  a  definite  proportion  of  colliers,  supplynships,  aeroplanes,  sub- 
marines.    If  the  people  should  decide,  or  at  least  if  Congress 
claiming  to  speak  in  behalf  of  the  people,  should  decide,  that,  under 
our  present  policy,  the  navy  ought  not  to  be  increased,  there  is  no 
excuse  for  deciding  at  the  same  time  that  the  navy  for  which  we 
are  now  making  appropriation  should  not  be  completed  as  a  imit 
according  to  the  reports  of  the  naval  board.    And  yet  from  year  to 
year,  these  reports  have  been  pigeonholed.    The  chairman  of  a 
Congressional  committee  who  may  be  a  citizen  from  some  back 
Vfestem  state  with  no  knowledge  of  ships,  says  jauntily,  "The 
expenditure  for  the  navy  is  sufficient;  the  navy  is  complete  as  it 
stands,"  or,  assuming  that  he  approves  of  some  particular  expendi- 
ture, he  will  support  the  recommendation  so  as  to  provide,  for  in- 
stance, for  additional  dreadnaughts,  while  refusing  to  approve 
provision  for  the  colliers,  the  supply-ships,  the  aeroplanes,  and  the 
submarines  which  are  essential  to  make  the  service  of  dreadnaughts 
eflfective.     ♦    ♦    ♦    ♦ 

The  Congressman  who  is  called  upon  to  help  to  shape  in  com- 
mittee the  appropriations  for  army  and  navy  is  oiY^n  ready  to  ^ve 
larger  consideration  to  the  effect  upon  public  opimon  rather  than 
to  the  needs  of  the  service.     For  instance,  the  reports  show  that  the 
value  of  the  guns  now  placed  in  oiu*  coast  defenses  aggre^ai\«a 
$40,000,000.    The  average  citizen  learning  that  these  guns  \i».n^ 
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been  provided,  or  possibly  if  he  is  himself  within  reach,  taking 
a  look  at  the  guns,  is  ready  to  convince  himself  that  the  govern- 
ment has  taken  the  measures  necessary  for  the  protection  of  the 
coasts,  and  that  the  safety  of  his  own  home  is  secured.  He  forgets 
to  inquire  what  provision,  if  any,  has  been  made  for  the  placing 
of  trained  artillerists  behind  the  guns  or  for  the  accumulation  of 
ammunition,  much  of  which  is  of  a  character  that  cannot  be  manu- 
factured hurriedly.  The  Congressman,  representing  a  coast  dis- 
trict, has  satisfied  the  demand  of  his  constituents,  but  he  has  done 
very  little  towards  providing  the  defense  required.  The  report 
of  General  Weaver,  Chief  of  Coast  Artillery,  published  in  December, 
.1915,  stated  that  21,000  men  are  required  to  equip  the  defenses  of 
the  coast.  One  hundred  and  twenty-eight  big  guns  have  absolutely 
no  men  to  work  them;  while  the  supply  of  ammunition  for  these 
guns  would  enable  them  to  render  service  for  the  space  of  one  hour! 

An  example  of  political  stupidity  in  the  failure  to  utilize 
capital  (in  the  form  of  experience)  that  was  available,  is  given  in  the 
management  of  our  war  with  Spain  in  1898.  ♦  ♦  ♦  ♦  No  one 
of  the  states  concerned  made  use  of  the  veteran  experience  that  was 
in  that  year  still  within  reach;  and  each  of  the  great  states 
whose  troops  were  sent  to  the  front  must  bear  the  disgrace  for 
the  blunders  that  resulted  from  ignorant  political  management  of 
military  requirements.  The  deaths  per  thousand  from  typhoid 
within  the  United  States,  when  the  troops  were  within  reach  of  all 
the  resources  of  the  country,  was  greater  for  this  little  Spanish 
war  of  a  few  months  than  for  the  armies  of  the  North  during  the 
whole  four  years  of  our  Civil  war.  The  men  whose  lives  were 
sacrificed  in  the  camps  on  Long  Island  and  at  Chickamauga  and  in 
Virginia  (within  twelve  miles  of  the  headquarters  of  the  surgeon- 
general)  because  the  camps  had  not  been  properly  laid  out  and 
were  not  properly  cared  for,  were  simply  murdered.  These  deaths 
were  due  to  political  ignorance  and  were  a  disgrace  to  the  nation. 

For  the  coast  defenses,  as  for  all  the  fighting  forces  of  the 
country,  naval  and  military,  three  policies  are  possible:  we  should 
accept  the  views  of  the  pacifists,  save  the  money  of  the  country 
and  refuse  to  make  any  appropriations  whatsoever;  the  coast 
forts  could  be  dismantled;  the  gims  melted  up;  the  vessels  of 
the  navy  could  be  put  on  the  scrap  heap,  and  the  soldiers  of  our 
little  army  returned  to  civil  life;  the  nation  could  take  the  ground 
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that  it  would  make  no  provision  for  the  defense  of  its  territories  at 
home,  or  for  the  maintenance  of  obligations  outside  of  its  own 
territories.  These  obligations  would,  of  necessity,  be  terminated. 
Such  a  course  of  action  would  at  least  be  consistent,  but  it  would 
also  be  cowardly  and  in  the  end  futile.  We  may  realize  from  past 
history,  and  from  history  that  is  now  in  progress,  that  abstinence 
from  aggression,  refusal  to  interfere  with  the  affairs  of  thfe  world, 
and  assertion  of  righteous  and  unselfish  purposes,  would  not  protect 
the  United  States  any  more  than  it  has  protected  Chioa  or  Belgium 
from  aggression  and  in  the  end  from  domination. 

The  second   poUcy  is  that  of  partial  or  inadequate  defense. 
This  is  the  system  that  has  in  substance  been  followed  by  our 
country  during  the  greater  part  of  its  history.    As  in  the  instances 
above  cited,  we  use  money,  and  a  good  deal  of  money,  for  the  begin- 
ning of  a  defense  system.    Such  expenditures  can  have  no  possible 
value  excepting  that  of  satisfying  some  phase  of  opinion  at  the  time 
of  some  apparent  emergency.     We  carry  on  a  great  series  of  army 
posts,  three-fourths  of  which  are  antiquated  and  useless;  we  have 
the  framework  of  an  army  without  providing  men  enough  even  to 
do  the  national  police  duty  over  our  great  territory.    We  build 
expensive  vessels  and  call  the  group  a  fleet  without  making  provision 
for  the  final  equipment,  so  that  the  fleet,  whether  smaller  or  larger 
lacks  complete  eflBciency.    This  kind  of  policy  which,  with  a  large 
amount  of  expenditure,  produces  no  satisfactory  results,  is  what  the 
country  has  secured  in  leaving  in  the  hands  of  civil  authority  not 
merely  the  decision  as  to  national  poUcy,  but  the  determination  of 
the  details  of  the  military  and  naval  organization  required  to  carry 
out  such  policy. 

The  third,  and  as  the  men  of  my  group  contend,  the  only 
reasonable,  course  of  action  for  a  nation  such  as  our  own  with 
wealth  to  protect,  with  policies  to  maintain,  with  obligations  to 
fulfil,  with  ideals  to  uphold,  is  to  make  such  organization  of  our 
national  resources  of  men  and  of  material  as  shall  give  fair  assurance 
for  the  defense  of  our  coasts,  particularly  of  our  great  coast  cities,  and 
as  shall  place  us  in  a  position  to  fulfil  in  our  international  relations 
whatever  obligations  we  have  assumed.    The  nation  should  take 
the  position  that  is  taken  by  an  honorable  merchant  who  incurs  no 
obligations  for  the  fulfilment  of  which  he  has  not  resources  in  hand 
or  for  which  resources  cannot  be  secured.    The  men  who   are 
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emphasizing  the  importance  of  a  wise  and  consistent  system  of 
national  defense  are  insisting  that  the  political  representatives  of  the 
country  shall  give  heed  to  the  counsel  and  to  the  specific  recom- 
mendations submitted  by  the  military  and  naval  experts  whose 
reports  are  based  upon  trained  skill  and  long  experience.  These 
men  have  been  educated  by  the  country  to  do  a  specific  service,  and 
it  is  futile  to  train  such  men,  to  call  upon  them  for  the  service, 
and  then  to  permit  their  recommendations  to  be  thrown  to  one 
side  by  civilians  who  do  not  imderstand  the  subject  and  will  not 
take  the  pains  to  study  it.     ♦    ♦    ♦    ♦ 

It  is  impossible  to  forecast  what  new  perils  may  arise  in  the 
future.  It  is  the  hope  of  those  who  are  working  for  peace  (and 
those  of  us  who  are  interested  in  organizing  our  defenses  are  all 
advocates  of  peace),  that  after  the  present  war  it  should  prove 
possible  to  bring  about  the  federation  of  the  states  of  the  world, 
which  has  always  been  the  dream,  the  ideal  of  the  peace  men. 

Under  such  a  federation,  issues  arising  between  the  several 
states  would  be  adjusted,  not  by  war,  but  by  the  decisions  of  a 
world's  court,  sitting  possibly  at  The  Hague.  These  decisions  will 
be  enforced  by  a  world's  police,  military  and  naval,  made  up  of 
contingents  contributed  by  the  several  states  in  proportion  to  their 
population,  their  wealth  and  thfeir  international  relations,  com- 
mercial and  political.  The  contribution  of  the  United  States  to 
such  world's  police  must,  in  connection  with  its  population  of 
100,000,000  and  its  great  relative  wealth,  be  large,  much  larger,  in 
ftujt,  than  the  forces  that  are  now  being  recommended  for  new 
v^sels,  for  the  increase  of  the  regular  army,  and  for  the  constitution 
of  a  great  reserve  of  trained  citizens.    ♦    ♦    ♦    ♦ 

We  must  emphasize  also  with  Congress  the  contention  that 
a  certain  amoimt  of  training  given  to  the  young  citizen  when  he 
is  still  receptive  must  largely  increase  the  efficiency  of  that  citizen. 
Under  the  recommendations  of  successive  secretaries  of  war, 
approved  by  our  National  Security  League,  the  service  with  the 
colors  is  to  be  diminished  from  seven  years  to  two  years.  Any  man 
of  sufficient  intelligence  can,  either  as  a  soldier  ot  as  a  citizen,  secure 
adequate  military  training  in  two  years,  and  if  he  has  a  little  above 
the  average  intelligence  and  zeal,  he  can  be  discharged  from  the 
colors  as  an  efficient  soldier  at  the  end  of  one  year.    The  experts 
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are  at  one  in  the  conclusion  (a  conclusion  based  largely  upon  the 
study  of  conditions  in  Germany  and  in  France)  that  the  efficiency 
for  later  work  or  for  citizen  service  of  any  kind  is  so  largely  increased 
by  intelligent  military  training  that  there  would  be  not  a  loss  but 
a  net  gain  in  the  productive  capacity  of  the  country  in  allowing 
two  years,  or  one  year,  for  yoimgBters  of  from  18  to  20,  or  from  17 
to  19  to  be  devoted  to  military  training. 

While  the  men  in  the  ranks  can  be  made  effective  with  training 
of  from  one  year  to  two  years,  the  training  of  an  oflScer  is,  of  neces- 
sity, more  exacting.  It  takes  years  to  make  a  man  fit  for  the 
responsibilities  of  an  officer.  IS  the  reserve  army  of  trained  citizens 
is  to  come  into  existence,  we  must  have  officers  competent  to  render 
the  training  required.  It  is  the  recommendation  of  the  experts 
that  provision  be  made  for  an  annual  examination  of  men  for 
certificates  as  officers  for  the  reserve  army.  Such  examination 
should  give  us,  in  the  course  of  a  year  or  two,  the  30,000  or  40,000 
officers  required.  Such  additional  officers  can  be  secured,  first,  by 
the  enlargement  of  West  Point,  second  by  passing  with  the  certifi- 
cates or  commissions  the  men  appointed  from  the  miUtary  institu- 
tions of  the  country  and  from  the  land  grant  colleges  which  under 
the  conditions  of  their  organization  carry  on  military  training;  and, 
third,  from  outside  groups,  such  as  the  Institute  of  CivU  Engineers. 
The  politicians  can  be  made  to  imderstand  that  there  is  no  more 
risk  through  the  extension  of  this  training  of  officers  and  of  citizens 
genexailyi  oi  bringing  the  country  into  a  militaristic  or  aggressive 
loTm  oi  imnd  than  there  was  that  the  armies  of  veterans  who  made 
their  triimiphal  march  through  Washington  in  1866  would  take 
possession  of  the  government  and  would  run  the  country  for  their 
own  advantage. 

I  believe  that  the  majority  of  our  citizens  today  have  no  pa- 
tience with  the  attempt  to  avoid  risk  of  war  for  the  purpose  of  sav- 
ing expenditures  and  of  maintaining  (if  possible)  an  ignoble  peace. 
I  believe  that  our  citizens  are  ready  now,  as  they  have  been  in  past 
generations,  to  do  what  is  necessary  to  maintain  our  independence 
an/i  to  fulfil  our  obligations.  I  believe  that  Americans  will  hold 
that  OUT  obligations  include  not  merely  the  fulfilment  of  our  guaran- 
tees for  the  protection  of  American  citizens  from  aggression,  but 
the  doing  oi  our  part  in  maintaining  in  the  adjustment  of  the 
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world's  issues  the  independence  of  the  smaller  states,  in  supporting 
the  contest  against  aggression  and  world  domination,  in  defending 
the  right  of  the  people  to  govern  themselves  and  in  upholding  the 
ideals  of  representative  government  which  have  from  the  be^nning 
been  upheld  by  our  Republic. 
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THE  HIGH   COST  OF  THE   PORK  BARREL 

By  Joseph  E.  Ransdell, 

United  States  Senator  from  Louisiana. 

The  term  "pork  barrel"  has  been  so  freely  used  in  the  press 
and  various  public  addresses  that  it  is  well  to  understand  its  mean- 
ing before  attempting  to  discuss  it.  In  its  general  acceptation, 
''pork/'  as  applied  to  Congressional  legislation,  means  an  appro- 
priation by  Congress  for  an  unworthy  pm*pose  that  is  not  for  the 
public  good  and  useful  to  the  nation,  but  is  for  the  private  benefit 
of  the  Congressman  who  secures  it,  or  for  one  or  more  of  his  con- 
stituents. The  term  conveys  the  idea  that  certain  classes  of  legis- 
lation such  as  pensions,  public  buildings,  rivers  and  harbors,  and 
some  other  bills,  if  not  wholly  reprehensible,  contain  many  improper 
items  for  objects  which  should  have  no  place  in  acts  of  Congress. 
These  bills  are  made  to  appear  similar  to  the  parable  of  the  sower 
who  got  the  cockle  mixed  with  his  wheat.  Their  wise  provisions 
which  help  the  public  and  promote  the  general  welfare  constitute 
the  wheat,  and  the  selfish,  unjust,  and  unwise  items  are  the  cockle, 
or  "pork." 

It  has  been  observed  that  critics  of  "pork"  always  find  it  in 
other  Congressmen's  projects,  never  in  their  own.     The  appro- 
priations for  rivers,  public  buildings,  and  pensions  in  the  district 
of  Congressman  A,  the  critic,  are  all  right,  in  his  opinion,  and  are 
without  the  slightest  scent  of  "pork";  that  smell  exudes  only  from 
smns  to  be  expended  in  the  district  of  Congressman  B.     What  a 
difference  it  makes  whose  ox  is  gored!    In  the  press  it  is  usually 
found  that  the  severest  critics  of  "pork" — especially  river  and 
harbor  "pork,"  and  more  especially  river  "pork,"  since  we  seldom 
hear  of  harbor  "pork" — are  those  publications  closely  allied  to  cer- 
tain railroads  which  oppose  river  improvements  because  they  ^f ear 
water  competition.     The  French  say  "Cherchezlafenmxe*' — ^  fii^d 
the  woman."     I  have  no  doubt  that  when  we  "find  the  woman' 
in  the  case  of  most  of  these  publicists,  who  see  so  many  motes  in 
the  eyes  of  so-called  "pork  barrel"  Congressmen,  it  would  not  re- 
quire glasses  to  discover  railroad  beams  in  their  eyes. 
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Senator  Burton  Denounces  Charge  of  **Pork  Barrel^' 

Ex-Senator  Burton  of  Ohio,  who  for  ten  years  was  chainnan 
of  the  River  and  Harbor  Committee  of  the  House  of  Representatives, 
said  before  the  Convention  of  the  National  Rivers  and  Harbors 
Congress  in  December,  1909  (See  Convention  proceedings,  page  106) : 

My  friends,  the  president  of  this  congress  will  say  to  you  that  we  have 
known  no  North,  no  South,  no  East,  no  West  in  the  years  we  have  been  together. 
We  have  taken  up  projects  according  to  the  measure  of  their  merit,  and  I  can  vouoh 
that  members  of  the  committee  in  many  instances  have  leaned  over  backward 
where  their  own  localities  were  involved,  and  have  given  closer  attention  to  pro- 
jects in  other  places You  have  had  to  meet  the  idea  that  there  is  a 

pork  barrel  somewhere.  Whenever  there  is  a  man  of  superficial  information  on 
this  subject,  or  one  who  has  had  some  project  that  has  been  turned  down  hard 
because  it  had  to  be  turned  down,  that  man  begins  to  talk  about  the  pork  barrel. 
There  has  been  no  line  of  appropriations  made  by  this  government  more  care- 
fully guarded  than  appropriations  for  rivers  and  harbors I  chal- 
lenge anyone  to  cite  an  instance  where  that  bill  has  ever  been  made  up  to  gratify 
certain  localities  or  to  advance  the  interests  of  some  member  of  Congress  in  the 

House  or  Senate There  has  been  no  log  rolling,  no  poric  barrel,  no 

regard  for  individual  prospects  or  ansrthing  of  the  sort,  no  regard  for  any  juuticular 
locality  in  the  country. 

What  can  I  add  to  these  words?  Mr.  Burton  surely  knew  all 
about  river  and  harbor  legislation,  and  he  had  no  motive  to  mis- 
represent facts. 

As  river  and  habor  legislation  is  the  greatest  sufferer  from  pork 
barrel  slanders,  I  will  take  that  up  first,  and  later  give  some  atten- 
tion to  public  buildings  and  pensions. 

Slanders 

It  is  said  of  one  of  the  famous  French  atheists,  who  despised 
Christianity  with  the  utmost  venom,  that  he  told  his  followers; 
*'Lie,  lie,  lie,  some  of  youjr  lies  will  stick."  I  sometimes  wonder  if 
this  method  is  not  taught  by  the  enemies  of  river  and  harbor  legis- 
lation^  for  it  is  hard  to  conceive  otherwise  how  such  baseless  fabri- 
cations have  been  repeated  again  and  again  until  many  well  disposed 
but  ignorant  people  believe  them  to  be  true. 

I  have  quoted  above  what  ex-Senator  Burton  says  about  river 
and  harbor  "pork,"  and  his  indignant  statement  that  ''there  has 
been  no  log  rolling,  no  pork  barrel,  no  regard  for  individual  pros- 
pects, or  anjrthing  of  the  sort,  no  regard  for  any  particular  locality 
in  the  country"  in  the  preparation  of  river  and  harbor  bills. 
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I  was  for  twelve  years  a  member  of  the  Rivers  and  Harbors 
Committee  of  the  House  of  Representatives,  and  for  the  past  three 
years  have  been  on  the  Commerce  Committee  of  the  Senate,  which 
has  charge  of  river  and  harbor  legislation.     Moreover,  this  subject 
has  been  a  hobby  with  me,  and  I  have  studied  it  closely  and  from 
every  angle  for  the  past  fifteen  years;  hence,  I  ought  to  be  a  fairly 
competent  witness.     Every  word  uttered  by  Senator  Burton  is 
true.     The  committees  of  Congress  did  their  utmost  to  enact  laws 
in  regard  to  rivers  and  habors  that  were  fair,  just,  and  beneficial 
to  the  public  at  large,  regardless  of  individual  Congressmen,  or 
private  interests.     I  do  not  pretend  to  say  that  no  mistakes  were 
made,  for  to  "err  is  human,"  but  I  insist,  for  reasons  that  I  will 
explain  later,  that  fewer  errors  were  made  in  the  preparation  and 
passage  of  river  and  habor  bills  than  in  any  class  of  legislation  en- 
acted by  Congress.     I  deny  with  all  the  force  of  my  being  that  there 
was  any  real "  pork  "  in  the  river  and  harbor  bills  passed  by  Congress 
during  the  past  fifteen  years,  and  defy  anyone  to  prove  the  contrary. 
I  know  that  appropriations  for  certain  projects  have  been  criticized 
and  held  up  to  scorn  and  ridicule,  but  it  is  so  easy  to  make  an  as- 
sertion, and  so  hard  to  disprove  a  slander.    We  are  prone  to  be- 
lieve everything  evil  we  hear.    The  rules  of  legal  evidence  say  that 
he  who  asserts  must  prove,  but  how  much  proof  does  the  ordinary 
man  require  to  convince  him  that  a  plausible  story  about  some 
man's  dishonesty  or  some  woman's  lapse  from  virtue  is  true? 

The  charge  of  "pork"  in  river  and  harbor  legislation  in  effect 
is  that  the  prominent  people  who  advocated  the  project,  the  United 
States  engineers  who  recommended  it,  and  the  members  of  Congress 
— especially  the  House  Committee  on  Rivers  and  Harbors,  and  the 
Senate  Committee  on  Commerce — are  grafters;  that  they  have  looted 
the  Treasury;  that  they  have  put  their  hands  in  a  barrel  and  pulled 
money  or  "pork"  which  belonged  to  the  public  and  used  it  for 
corrupt  purposes. 

If  we  analyze  this  charge,  it  appears  xmreasonable  on  its  face. 
If  we  were  to  grant  that  the  local  people  who  urge  the  project  on 
Congress  because  of  selfish  interest — ^f or  their  communities,  not  for 
themselves  personally — are  corrupt,  and  that  their  influence  with 
their  own  senators  and  representatives  could  induce  these  ofl&cials 
to  favor  the  project,  then  surely  the  ten  United  States  engineers 
who  must  give  it  their  approval  before  it  hps  any  standing  before 
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Congress  have  no  motive  for  promoting  a  vicious  project;  and  the 
Congressional  committees  charged  with  the  duty  of  studying  and 
reporting  on  it  to  their  colleagues  in  both  Houses  can  have  no  reason 
or  incentive  for  favoring  a  project  which  is  bad  and  unworthy,  as 
it  does  not  afifect  them  or  their  people. 

Splendid  Safeguards  for  Waterway  Appropriations 

No  bills  that  come  before  Congress  are  better  safeguarded  than 
those  making  appropriations  for  waterways,  and  it  is  ahnost  impos- 
sible to  put  through  an  unworthy  project.  Following  is  a  brief 
statement  of  the  steps  preceding  the  adoption  of  a  project;  whether 
it  be  one  of  great  general  importance  costing  millions,  or  some  ob- 
scure river  or  inlet  of  only  local  interest,  the  process  is  the  same. 

A  bill  is  introduced  in  the  House  or  Senate  asking  a  survey  of 
the  proposed  project,  and,  if  thought  worthy  on  prima  facta  show- 
ing, the  survey  is  included  in  the  next  river  and  habor  bill.  The 
Chief  of  Engineers  then  directs  the  United  States  engineer  in  charge 
of  the  locality,  usually  an  officer  with  the  rank  of  captain  or  major, 
to  make  a  preliminary  examination  and  report,  showing  feasibility, 
prospective  cost  and  benefits,  and  every  ascertainable  fact.  This 
report  goes  first  to  the  colonel  in  charge  of  the  division,  then  to 
the  Board  of  Engineers  for  Rivers  and  Harbors,  composed  of  seven 
United  States  engineers  of  high  rank,  and  finally  to  the  Chief  of 
Engineers.  If  the  local  engineer  reports  adversely,  that  usually 
settles  it,  and  the  matter  is  dropped,  though  occasionally  he  is 
overruled  by  his  superiors.  If  the  local  engineer  finds  the  project 
apparently  worthy,  he  so  reports,  and  his  opinion,  after  most  care- 
ful consideration  by  his  superiors,  is  affirmed  or  disapproved. 

Should  the  Chief  of  Engineers,  in  the  light  of  all  the  facts  and 
suggestions  of  the  local  engineer,  the  division  engineer,  and  the 
Board  of  Engineers  for  Rivers  and  Harbors,  conclude  that  the  pro- 
ject is  worthy  of  an  actual  survey,  it  is  ordered  referred  back  to 
the  local  engineer.  A  survey  party  is  then  placed  in  the  field  and 
an  elaborate  survey  is  made  to  ascertain  every  fact  bearing  upon  the 
project,  including  cost,  commerce  present  and  prospective,  and 
everjrthing  helpful  to  Congress  in  reaching  a  final  conclusion  upon 
its  merits  and  demerits.  This  survey  usually  requires  several 
months,  and,  in  the  very  important  projects,  one  or  more  years, 
and  no  reasonable  expense  is  spared  to  get  all  the  facts.    The  report 
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then  goes  to  the  division  engineer,  who  attaches  his  views  and  for- 
wards it  to  the  Board  of  Engineers  for  Rivers  and  Harbors. 

This  board  has  oflaces  in  the  city  of  Washington,  and  in  addi- 
tion to  a  careful  review  of  the  reports  of  the  local  and  division  en- 
gineers, it  gives  hearings,  pro  and  con,  to  interested  persons.     More- 
over, if  the  project  is  a  costly  one,  the  board  frequently  exanunes 
it  in  person,  as  it  did  recently  when  the  entire  membership  of  seven 
colonels  investigated  the  Missouri  River  below  Kansas  City.    The 
findings  of  this  board,  accompanied  by  reports,  evidence,  maps, 
etc.,  then  go  the  to  Chief  of  EngjuieeiB,  who  renders  a  final  decision, 
which  is  transmitted  through  the  Secretary  of  War  to  Congress, 
and  the  whole  record  is  published  as  a  public  document  for  all  the 
world  to  see.     And  if  the  project  is  not  regarded  as  worthy  either 
by  the  Board  of  Engineers  for  Rivers  and  Harbors  or  the  Chief  of 
Engineers,  it  is  not  considered  as  having  legislative  status.    In 
other  words,  Congress  will  not  appropriate  for  waterway  projects 
unless  approved  as  above  indicated,  except  in  very  rare  cases  when 
the  amount  involved  is  quite  small  and  Congress  has  conducted 
an  independent  investigation  for  itself. 

Bear  in  mind  that  the  United  States  engineers  are  the  honor 
men  of  West  Point,  the  pick  and  flower  of  the  American  army; 
that  many  of  the  ablest  and  best  men  of  our  republic,  including 
the  builders  of  the  Panama  Canal,  have  been  United  States  engi- 
neers; that  they  have  disbursed  over  three-fourths  of  a  billion 
dollars  on  waterways  with  only  one' scandal — that  at  Savannah; 
that  they  hold  oflSce  for  life;  that  they  are  not  interested  personally 
in  the  localities  where  they  serve  for  three  or  foinr  years  and  then 
leave,  never  to  return  in  most  cases;  that  not  only  one  engineer, 
but  ten,  must  investigate  and  report  in  writing  for  publication  upon 
a  waterway  project  before  Congress  will  consider  it. 

How  would  it  be  possible  for  anything  smelling  of  "pork"  or 
graft  to  run  such  a  gaimtlet?  The  charge  of  "pork"  in  connection 
with  river  and  habor  legislation  is  preposterous.  It  is  made  by 
enemies  of  waterway  legislation  who  have  no  regard  for  truth. 

River  and  harbor  bills  are  not  pork  barrel  bills,  but  conunerce 
builders. 

Public  Buildings  Teach  Patriotism 

Appropriations  for  public  buildings  to  be  used  by  Congress 
and  by  the  departments  of  the  government  at  Washington,  aud  for 
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use  as  customhouses,  courts,  post  offices,  etc.,  thoughout  the  re- 
public, have  been  sharply  criticized  and  the  cry  of  "pork"  fre- 
quently leveled  at  them.  Perhaps  a  few  of  these  buildings  were  not . 
really  needed  and  too  great  expense  may  have  been  incurred  in 
constructing  some  of  them.  The  scope  of  this  article  does  not 
permit  a  detailed  discussion,  but  let  me  suggest  that  all  these  build- 
ings, without  a  single  exception,  were  for  the  use  and  benefit  of 
the  general  public,  and  could  not,  except  in  the  most  indirect  way,  be 
of  any  advantage  to  private  persons,  though  the  Congressman  who 
secured  them  received  the  plaudits  of  his  constituents,  and  in  some 
instances  obtained  political  rewards.  These  expenditures  were 
all  investments  and  the  government  owns  the  buildings  and  other 
property  in  evidence  thereof.  Some  were  wise  and  returned  large 
interest  on  their  cost;  others  were  not  so  good,  but  in  the  main  they 
have  turned  out  as  well  as  average  real  estate  investments. 

As  an  instance  of  how  substantially  our  government  usually 
builds,  let  me  relate  a  personal  experience  at  the  city  of  San  Fran- 
cisco. Mrs.  Ransdell  and  I  visited  its  ruins  a  few  months  after 
the  great  earthquake  and  fire.  We  traveled  for  miles  through  a 
scene  of  awful  desolation  with  masses  of  every  imaginable  building 
material  which  fire  could  not  consume,  scattered  and  twisted  and 
gnarled  in  the  most  inextricable  confusion.  The  splendid  city  hall 
erected  at  a  cost  of  seven  milUons  was  completely  destroyed. 
The  only  structures  which  withstood  the  shock  of  quake  and  fire 
were  the  United  States  post  office  and  customhouse.  They  were 
somewhat  injured,  but  business  Was  being  conducted  in  them,  and 
everything  near  them  was  in  ruins.  I  could  not  have  believed  this 
had  I  not  seen  it  myself. 

Let  me  emphasize  one  feature  connected  with  public  buildings 
that  is  often  overlooked,  and  that  is  their  great  value  as  teachers 
of  patriotism.  In  many  interior  towns,  where  the  population  is 
about  four  thousand  and  upwards,  are  public  buildings  used  for 
the  local  post  office  and  federal  court.  These  buildings  in  the 
smaller  places  rarely  cost  over  fifty  thousand  dollars  but  they  are 
built  in  the  best  style  of  architectiu^,  and  of  the  very  best  material. 
It  is  the  most  notable  structure  in  the  town,  and  is  the  observed 
and  admired  of  all  observers.  To  look  at  it  makes  one  proud  he  is 
an  American  citizen.  The  United  States  flag  is  always  flying  over 
it — ^an  emblem  of  our  National  Union,  power,  and  glory;  our  right 
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to  free  speech  and  free  conscience,  and  all  that  makes  a  govern- 
ment loved  and  honored  by  its  people.  In  some  localities  the  stars 
and  stripes  are  seldom  seen  except  on  the  staff  of  a  public  building, 
where  they  sing  a  continuous  anthem  in  honor  of  our  country,  and 
teach  patriotism  three  himdred  and  sixty-five  days  in  every  year. 
Surely  river  and  harbor  and  pubUc  building  legislation  is  not 
fairly  open  to  the  charge  of  "pork,''  but  the  same  cannot  be  said 
of  our  pension  bill. 

The  Pension  Abuses 

A  discussion  of  the  abuses  of  our  pension  system  is  a  delicate 
and  difficult  matter.  Patriotism  is  a  virtue  which  is  implanted 
deep  in  the  American  heart,  and  a  leading  attribute  of  patriotism 
is  gratitude  to  those  who  have  shed  their  blood  in  their  country's 
defense — ^who  heard  and  answered  her  appeal  in  time  of  direst 
need.  No  one,  and  certainly  not  I,  would  deprive  any  soldier  who 
was  disabled  in  the  service  of  his  country  of  a  pension.  Every 
dependent  widow  of  a  soldier  who  was  killed  or  disabled  while 
fighting  for  his  native  land  should  be  pensioned.  What  I  shall  say 
is  aimed  not  at  our  pension  system,  but  at  its  abuses — abuses 
which  have  made  the  title  "pensioner"  appear  more  Uke  a  term  of 
dishonor  than  a  badge  of  glory. 

Since  the  beginning  of  our  government  we  have  expended 
$5,025,193,970  for  pensions — ^a  sum  more  than  six  times  as  great 
as  all  river  and  harbor  appropriations  during  the  same  period,  and 
two-thirds  more  than  all  navy  expenditures  dining  that  time. 
Of  this  coUossal  sum,  all  but  $96,000,000,  or  $4,928,748,525,  has 
been  distributed  since  1865. 

A  brief  study  of  our  annual  pension  appropriations  is  illuminat- 
ing.   After  the  Civil  War,  our  pension  disbursements  naturally  in- 
creased as  more  and  more  nc^nes  were  placed  on  the  rolls.     In  1874 
they  had  reached  $30,000,000,  and  then  the  decline  began;  but  then 
also  began  the  period  of  artificial  pension  legislation  of  questionable 
propriety.     Up  to  1878  pensions  were  paid  only  to  disabled  soldiers 
and  their  dependents,  but  in  1879,  Congress  passed  a  law  granting 
full  arrears  to  all  persons  entitled  to  pensions,  and  our  expendi- 
tures leaped,  in  two  years,  $20,000,000— from  $37,000,000  in  1878 
to  $67,000,000  in  1880.     This  increase  was  so  great  that  Congress 
then  passed  an  amendment  providing  that  the  claim  for  arrears 
must  have  been  filed  prior  to  1880.     Through  the  payment  of  arrears 
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our  pension  appropriations  soared,  and  in  1888  had  reached  $82,- 
000,000.  In  that  year,  the  limitation  as  to  the  time  of  filing  a 
claim  for  arrears  so  far  as  widows  were  concerned  was  removed,  and 
this  opened  the  door  to  all  kinds  of  fraud.  The  tempting  prize  of 
thousands  of  dollars  of  arrears  was  too  muph  for  numbers  of  '' wid- 
ows," many  of  whom  were  negroes,  and  there  can  be  no  doubt  that 
many  persons  were  beneficiaries  of  the  government's  bounty,  who 
were  not  entitled  to  it. 

An  Era  of  Extravagance 

Under  the  influence  of  this  legislation  and  of  "Corporal" 
Tanner,  a  member  of  the  Grand  Army  of  the  Republic,  who  became 
pension  conunissioner  at  that  time,  and  who  is  credited  with  the 
statement  "God  help  the  (Treasury)  surplus  when  I  get  at  it/' 
our  pension  bill  grew  in  two  years  to  $109,000,000.  In  1890,  an 
act  was  passed  pensioning  every  soldier  who  had  served  not  less 
than  ninety  days  in  the  Civil  War,  and  was  so  disabled  that  he 
could  not  earn  a  living  by  manual  labor,  but  the  disability  need 
not  have  arisen  from  war  service,  provided  it  was  not  caused  by 
vicious  habits.  The  act  also  pensioned  widows  of  soldiers  who 
had  married  before  1890,  and  provided  that  they  need  not  prove 
that  the  soldier's  death  was  due  to  causes  brought  on  by  the  war. 
The  result  was  that  our  pension  disbursements  skjrrocketed  $52,- 
000,000  in  three  years,  and  reached  $161,000,000  in  1893.  The 
strong  stand  of  President  Cleveland  checked  this  waste  of  public 
funds  for  a  while,  and  the  efforts  of  the  commissioner  of  pensions 
under  him,  Mr.  William  Lochren,  unearthed  enormous  frauds. 
Mr.  Lochren  dropped  2,266  names  from  the  pension  rolls,  and  re- 
duced the  ratings  in  3,343  cases.  Pension  disbursements,  under 
his  administration  and  without  any  change  in  the  law,  fell  from 
$161,000,000  to  $143,000,000  in  a  single  year. 

To  show  how  graft  of  all  kinds  had  permeated  our  pension  sys- 
tem, let  me  point  out  that  in  1899  Commissioner  of  Pensions  H. 
Clay  Evans,  after  investigation,  disqualified  24,662  of  the  regis- 
tered pension  attorneys,  leaving  only  18,431  to  practice  before  the 
bureau. 

It  is  impossible,  however,  to  go  into  particulars.  In  1907, 
1908,  and  1912  fxurther  pension  legislation  was  passed,  and  now  we 
have  practically  a  service  pension,  as  every  veteran  over  sixty-two 
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years  of  age,  even  though  not  disabled,  is  entitled  to  a  pension. 
The  war  between  the  states  is  a  memory  of  fifty  years  ago.  Five 
years  after  the  war,  in  1870,  there  were  198,000  pensioners  on  the 
rolls;  in  1915,  half  a  century  after  the  declaration  of  peace,  there 
were  748,147  persons  receiving  government  aid,  of  whom  691,606 
are  Civil  War  pensioners.  In  1870  our  pension  bill  was  $29,000,000; 
in  1915,  it  was  $166,000,000;  and  bills  have  recently  been  introduced 
providing  for  larger  and  more  pensions. 

Our  Pension  Disbursements  Largest  in  the  World 

Our  pension  disbiu^ements  in  1913  were  $176,714,000— five 
times  as  much  as  France,  seven  times  as  much  as  Germany,  ten 
times  as  much  as  Great  Britain,  and  twenty-three  times  as  much 
as  Austria  Hungary.  These  four  great  European  powers  combined 
spent  for  pensions  that  year  only  $84,000,000,  or  less  than  one-half 
as  much  as  the  United  States. 

Let  me  repeat  that  every  soldier  who  wai^  disabled,  or  whose 
health  was  impaired,  during  the  war,  and  his  dependents  after  his 
death,  should  have  a  pension,  but  no  one  is  entitled  to  government 
aid  simply  because  he  enlisted  for  ninety  days,  even  though  he 
had  never  seen  a  battle-field  and  had  suffered  no  injuries  whatso- 
ever. 

Now  what  is  the  method  of  obtaining  a  pension?    Let  us  assume 
that  a  man  claims  to  have  been  disabled  during  the  war  and  desires 
a  pension.    He  files  an  application  with  the  Pension  Bureau,  and 
if  the  War  Department  can  give  no  information  as  to  his  disabil- 
ities, he  is  requested  to  furnish  evidence.    This  evidence  is  piirely  of 
an  ex  parte  character,  and  consists  of  affidavits  filed  by  the  soldier 
from  comrades,  officers  in  his  regiment,  etc.,  alleging  that  they  knew 
personally  of  his  injury.    This  was  a  fruitful  soiurce  of  fraud, 
especially  some  years  ago.    There  was  a  natiu*al  tendency  among 
the  old  soldiers  to  reciprocate  with  each  other  on  the  principle, 
"If  I  swear  to  his  'disability'  he  will  swear  to  mine."     And  every 
doubt  is  solved  in  favor  of  the  old  soldier. 

Some  Striking  lUustraiions 

Two  instances  of  "  disability  *'  will  be  instructive. 
Mr.  Charles  D.  Long,  while  serving  actively  as  Judge  of  the 
Supreme  Court  of  Michigan,  was  drawing  $72  per  month  for  "  total 
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and  permanent  helplessness/'  though  this  pension  was  reduced  in 
1893  to  $50  per  month. 

General  John  C.  Black  in  1878  was  pensioned  at  the  rate  of 
$100  per  month  by  special  Act  of  Congress  on  the  ground  that  he 
was  "a  physical  wreck,  maimed  and  diseased,  incapable  of  any 
effort  and  much  of  the  time  confined  to  his  bed.''  Since  then  this 
"physical  wreck"  was  Commissioner  of  Pensions  for  four  yeans, 
served  one  term  in  Congress,  and  later  was  chairman  of  the  Civil 
Service  Commission  for  nine  years,  during  all  of  which  time  he 
continued  to  draw  his  pension  of  $1,200  per  year,  in  addition  to 
his  salary  of  $5,000  as  commissioner,  $5,000  as  representative,  and 
$4,500  as  chairman  of  the  Civil  Service  Commission.  These  are 
but  two  striking  cases,  though  a  great  many  similar  ones  could  be 
cited. 

The  Mighty  Pension  Grip 

Surely  if  there. is  "pork"  in  any  Congressional  legislation,  it 
is  in  our  pension  bills.  So  skillfully  distributed  has  been  this  form 
of  government  bounty,  and  so  closely  akin  to  love  of  country  is 
gratitude  to  the  worthy  veteran,  that  men's  voices  have  been  stilled, 
when  they  should  have  been  raised  in  protest  against  the  abuses 
of  our  pension  system.  So-called  "reformers"  who  attack  river 
and  harbor  legislation  dare  not  turn  the  searchlight  of  publicity 
upon  the  evils  that  have  crept  into  our  pension  disbursements; 
they  dare  not  call  attention  to  the  real  "pork  barrel,"  the  pension 
bill,  because  many  pensions,  and  more  liberal  pensions,  are  very 
near  and  dear  to  the  748,000  recipients  of  the  government's  favor, 
and  their  relatives  and  friends,  who  are  powerful  at  the  polls. 

Some  idea  of  the  importance  of  pension  gratuities  as  purely 
financial  propositions  appears  from  the  fact  that  in  1915  the  amount 
paid  in  pensions  to  citizens  of  Ohio  was  $15,666,000,  Pennsylvania 
$15,275,000,  New  York  $13,791,000,  Illinois  $11,409,000,  Indiana 
$10,096,000,  Iowa  $5,621,000,  and  Wisconsin  $3,995,000,  Let  us 
compare  this  Ohio  fifteen  and  a  half  million  pension  crop,  which 
never  has  a  bad  year  and  costs  it  beneficiaries  nothing,  with  the 
Louisiana  sugar  crop,  worth  about  twenty  to  twenty-five  millions 
gross  per  annum,  which  is  very  expensive  to  produce,  and  is  fre- 
quently the  victim  of  bad  seasons  and  adverse  legislation.  Is  it 
any  wonder  that  members  of  Congress  from  Ohio  are  pension 
enthusiasts? 
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The  Special  Pension  Bill  Evil 

But  the  story  is  not  yet  told.     Our  pension  laws  are  liberal, 
very  liberal;  in  fact,  they  practically  give  a  service  pension,  and 
every  surviving  Civil  War  veteran  i^  believed  to  be  on  the  rolls. 
Liberal  as  are  these  laws,  they  do  not  include  all  who  desire  pen- 
sions, and  covering  these  cases,  special  bills  are  introduced  giving 
a  pension  to,  or  increasing  the  pension  of,  some  individual.    Some- 
times the  bill  is  to  correct  the  military  record  of  a  deserter,  and 
grant  him  an  honorable  discharge,  so  that  he  may  draw  a  pension 
under  the  existing  law.    Since  1861  Congress  has  allowed  47,398 
X>ension8  b^  means  of  special  acts.     Of  these,  21,648,  with  an  annual 
value  of  $6,'640,722,  are  still  on  the  pension  roll.     The  Sixty-Third 
Congress  passed  5,061  pfrivate  pension  bills  at  an  annual  cost  to 
the  government  of  $1,526,598. 

These  acts  give  pensions,  or  increases  of  pensions,  to  those 
who  cannot  qualify  under  existing  most  liberal  laws,  because  of 
lack  of  evidence  as  to  service,  desertion  from  the  ranks,  not  suffi- 
cient "disability,"  or  for, some  other  reason.  Some  of  these  bills 
may  be  worthy,  but  an  immense  number  of  them  are  not.  No 
safeguards  are  thrown  around  pension  legislation;  no  investigation 
is  made  prior  to  the  introduction  of  the  bill;  and  its  consideration 
by  the  pension  committees  of  Congress  must  necessarily  be  brief 
and  cursory,  when  we  recall  that  5,061  bills  of  this  character  were 
passed  last  Congress,  and,  of  course,  this  is  only  part  of  the  number 
introduced  and  investigated  by  the  committees.  It  is  a  physical 
impossibility  to  give  each  of  these  special  bills  a  calm,  judicial 
investigation  in  order  to  ascertain  the  real  facts.  They  are  of 
necessity  put  through  in  a  hurry. 

An  examination  of  the  Congressional  Record  shows  that  among 
the  chief  offenders  in  the  introduction  of  these  special  pension  bills 
are  some  of  those  "reformers"  who  have  recently  been  so  blatantly 
denouncing  river  and  harbor  appropriations.  In  one  instance 
three-fourths  of  all  the  bills  introduced  during  the  Sixty-Third 
Congress  by^  a  Member  who  was  very  bitter  in  his  criticism  of  river 
and  harbor  "pork"  were  special  pension  bills. 

Pension  Extravagance  Should  Stop 
Our  Civil  War  pension  laws  are  written  upon  our  statute  books, 
and  probably  the  greater  part  of  the  disbursements  caused  by  them 
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have  already  been  made.  Let  us  hope  so  at  least.  These  legisla- 
tive mistakes  are  part  of  our  history.  We  cannot  correct  them, 
but  we  can  and  should  prevent  the  enactment  of  similar  legislation 
in  regard  to  wars  since  the  Civil  War.  There  are  now  28,912  Spanish 
war  pensioners  on  our  rolls,  and  they  received  last  year  $3,861,701. 
This  is  entirely  legitimate,  for  it  is  only  proper  that  the  republic 
should  pension  those  who  were  disabled  in  its  service  and  their 
dependents,  and  the  dependents  of  those  killed  in  its  service,  but  we 
must  beware  of  entering  upon  a  career  of  artificial  legislation  for 
these  veterans,  such  as  characterized  the  period  after  the  Civil  War. 

Peimons  Confer  Only  Private  Benefits 

Let  us  remember  that  the  $5,025,193,970  paid  for  pensions 
have  been  mere  expenditures;  money  which  we  have  had  to  pay  out, 
and  from  which  no  dividends  have  ever  been  derived.  These  vast 
sums  have  been  all  outgo  and  no  income.  Pension  bills  are  in 
their  nature  private  bills.  They  give  money  to  private  individuals, 
and  no  one  is  directly  benefited  by  a  pension  except  the  party- 
receiving  it. 

On  the  contrary,  bills  for  public  buildings,  and  rivers  and  har- 
bors, are  public  bills — ^they  disburse  money  for  public  purposes 
and  the  public  gets  the  benefit.  The  government,  like  a  vast 
business  corporation,  must  have  houses  in  which  to  conduct  its 
affairs.  It  must  build  or  rent,  offices,  post  offices,  court  houses, 
custom  houses,  etc.,  and  these  structures,  for  which  in  all  $363,- 
967,276  has  been  appropriated,  are  the  property  of  the  government 
— ^they  belong  to,  and  benefit  all  the  people,  and  not  any  particular 
individual.  They  are  public  assets,  and  in  most  cases  have  earned 
fair  interest  on  their  cost. 

Splendid  Waterway  Investments 

The  $800,000,000  appropriated  for  waterways  since  the  Amer- 
ican Revolution  are  investments  which  have  yielded,  and  will 
continue  to  yield,  in  their  great  aids  to  transportation,  perpetual 
dividends  to  the  American  people.  For  the  stupendous  sum  of 
more  than  five  billions  lavished  on  pensions,  we  have  nothing, 
absolutely  nothing,  of  tangible  public  benefit  to  show.  That  money- 
is  gone,  and  gone  forever.  For  our  river  and  harbor  ^expenditures, 
however,  we  have,  and  posterity  will  have  for  all  time,  our  splendid 
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improved  harbors,  great  marts  of  trade,  where  giant  ships  dock  at 
their  wharves;  our  Great  Lakes,  vast  inland  seas,  where  a  hundred 
millions  have  been  spent,  and  which  carry  the  largest  and  cheapest 
volume  of  water-borne  freight  on  earth;  and  our  rivers,  like  the 
Ohio  and  the  Black  Warrior,  heretofore  almost  unnavigable,  but 
now  being  improved  by  locks  and  dams,  and  made  great  arteries  of 
commerce.    These  are  permanent  public  works  which  help  to  make 
our  coimtry  the  richest  and  best  on  the  face  of  the  earth.     Im- 
proved  waterways  are  freight  carriers  and  rate  regulators;  they  are 
commerce  builders;  they  are  creators  of  prosperity.     There  are 
only  three  cities  in  the  United  States  of  over  150,000  population, 
and  none  reaching  250,000,  which  are  not  on  navigable  water. 
Practically  every  metropolis  of  ancient  and  modem  times  was 
located  on  a  navigable  slaream  or  the  ocean.     Improved  waterways 
make  quick,  convenient,  and  economical  transportation,  and  such 
transportation  of  products  is  essential  to  national  prosperity. 

To  smnmarize,  I  am  convinced  that  charges  of  pork  barrel  as 
applied  to  rivers  and  harbors,  and  public  buildings,  are  in  the  main 
unjust  and  slanderous;  but  I  cannot  say  the  same  about  pensions. 
And  not  only  has  pension  legislation  been  enormously  expensive 
in  actual  outlay  of  money,  but  I  fear  its  advocates  have  done  much 
to  demoralize  American  politics  and  to  lower  the  high  standard  in 
which  Congress  should  be  held.  The  cost  of  the  pension  pork 
barrel  has  been  very  high. 
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Bt  Gut  Emebson, 
Associate  Editor,  The  Eeonamie  World. 

It  has  been  given  to  very  few  men  to  grasp  the  fundamentals 
of  American  institutions  so  fully  and  so  fairly  as  did  the  distin- 
guished author  of  The  American  CommonweaUh.  Lord  Bryce  per- 
ceived with  the  accuracy  of  a  trained  lawyer  our  national  defects, 
while  at  the  same  time  visualizing  with  the  imagination  of  a  poet 
the  promise  of  American  life.    He  wrote: 

America  has  still  a  long  vista  of  years  stretching  before  her  in  which  sbA 
will  enjoy  conditions  far  more  auspicious  than  any  European  country  can 
count  upon.  And  that  America  marks  the  highest  level,  not  only  of  material 
well-being,  but  of  intelligence  and  happiness,  which  the  race  has  yet  attained, 
will  be  the  judgment  of  those  who  look  not  at  the  favored  few  for  whose  benefit 
the  world  seems  hitherto  to  have  framed  its  institutions,  but  at  the  whole  body 
of  the  people. 

Much  water  has  flowed  under  the  bridge  since  these  words 
were  written.  The  nations  of  the  Old  World  have  plunged  into  war; 
and,  as  an  accompaniment  of  the  physical  conflict,  there  has  been 
a  searching  analysis  of  ideals  and  institutions  on  the  part  of  think- 
ing men  all  over  the  world  which  has  not  had  its  parallel  since  the 
{lenaissance.  Americans  especially  have  been  moved  to  an  in- 
tellectual taking  of  stock.  Our  eyes  have  been  turned  inward, 
and  we  have  had  to  decide  all  over  again  whether  or  not  we  were 
ready  to  stand  forth  and  defend  with  our  lives  the  institutions 
of  our  fathers.  Brought  face  to  face  with  the  spectacle  of  a  remark- 
ably efficient  autocracy,  we,  who  have  believed  ourselves  custodians 
of  human  liberties,  have  been  forced  once  more  to  go  to  the  roots  of 
things,  to  live  over  again  the  great  days  during  which  the  founda- 
tions of  this  republic  were  being  laid,  carefully,  arduously,  stone 
.  upon  stone. 

It  does  not  seem  too  soon  to  declare  that  Americans  of  1916 
have  concluded  that  they  are  ready  to  carry  forward  the  institu- 
tions of  Hamilton  and  Jeflferson — that  they  still  believe  in  human 
liberties.  But  out  of  this  deep  and,  perhaps,  somewhat  bitter  selt- 
examination  has  come  the  outstanding  reidization  that  much  naust 
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be  done,  immediately  done,  to  prove  that  a  democracy  can  be 
efficient. 

These  are  the  considerations  which  go  far  to  vitalize  a  present 
discussion  of  our  system  of  government,  and  to  render  of  first 
iini>ortance  a  review  of  the  machinery  with  which  we  expect  to 
keep  our  place  in  the  van  of  world  progress.  It  is  the  purpose  of 
this  paper  briefly  to  discuss  the  perennial  American  problem  of 
tariff  making,  and  to  outline  a  course  of  action  in  line  with  present- 
day  demands  of  industrial  preparedness  and  national  efficiency. 

By  way  of  preface  it  should  be  stated  that  the  present  dis- 
cussion does  not  involve  the  merits  of  the  various  schools  of  tariff 
thought.     It  seems  obvious  that  the  United  States  will,  for  many 
years  to  come,  adhere  to  some  degree  of  protection,  whether  frankly, 
or  incidentally,  through  a  policy  of  tariff  for  revenue  only.     These 
are  political  questions.    The  majority  of  the  people  must  decide 
what  policy  they  desire  to  follow.     This  majority  will  be  reflected 
in  the  majority  in  Congress.     It  is  important  to  note,  however, 
that  when  the  people  have  registered  their  will  at  the  polls,  there 
still  remains  the  important  task  of  framing  a  tariff  accordingly. 
This  is  tariff  making.     It  is  essentially  a  scientific  and  non-political 
task.    It  is  a  highly  technical  and  difficult  task.     The  fact  that  it 
has  always  been  handled  along  lines  of  political  expediency  is  one 
of  the  most  pregnant  soturces  of  our  present  lack  of  national  efficiency. 
Let  us  first  see  what  is  involved  in  the  problem.    In  the 
first  place  the  tariff  involves  a  considerable  proportion  of   the 
total  revenue  of  the  government.     According  to  the  Treasury  State- 
ment of  June  30,  1915,  the  receipts  for  the  fiscal  year  ended  on 
that  date  were  $695,663,190,  of  which  the  revenue  from  customs 
contributed  $209,268,107.     It  is  the  second  largest  indirect  tax 
imposed  by  the  government.     In  addition  to  this,  however,  the 
imposition  of  a  tax  on  imports  bears  directly  or  indirectly  upon  our 
entire  industrial  fabric.     Not  only  is  it  vital  to  the  manufacturer 
to  know  what,  if  any,  protection  he  is  to  have  against  foreign 
competition,  but  he  must  also  know,  if  he  is  to  attain  to  his  full 
capacity  as  a*  producer  of  goods  to  be  sold  in  competitive  markets 
at  home  and  abroad,  what  the  chances  are  of  a  continuance  of  the 
policy  in  force  at  any  particular  time.     Uncertainty  is  the  greatest 
enemy  of  successful  business.     Many  manufacturers  would  gladly 
exchange  a  considerable  portion  of  the  protection  they  now  have  and 


Digitized  by 


Google 


58  The  Annals  of  the  American  Academy 

which  they  stand  in  danger  of  losing  at  any  moment,  for  a  definite 
policy,  based  on  ascertained  facts,  upon  which  an  intelligent  busi- 
ness campaign  reaching  into  the  future  could  safely  be  based,  and 
in  the  security  of  which  long-time  undertakings  and  commitments 
could  be  entered  upon. 

Since  1890  there  have  been  five  revisions  of  the  tariff.  Each 
revision  has  been  accompanied  by  an  agitation  of  our  entire  com- 
mercial and  industrial  structure.  None  of  the  revisions  has  been 
generally  satisfactory.  Not  only  the  manufacturers,  but  the  labor- 
ers, farmers,  merchants,  bankers  and  the  public  generally  have 
been  more  or  less  involved,  and  always  with  the  result  that  an 
outcry  has  arisen  for  further  change.  It  is  an  endless  performance 
in  which  the  actors  are  unskilled  and  the  audience  dissatisfied; 
and  yet  the  same  old  play  is  staged  over  and  over  and  over  again. 

It  is  a  truism  that  a  successful  piece  of  work  is  the  result  of 
careful  preparation  and  skillful  execution.  Is  it  not,  therefore, 
more  or  less  obvious  why  our  tariffs  have  failed  to  satisfy  the 
country?  Let  us  examine  briefly  the  machinery  by  means  of  which 
they  are  produced.  In  this  connection  a  quotation  is  offered  from 
an  able  paper  by  Mr.  Henry  R.  Towne,  formerly  president  of  the 
Merchants'  Association  of  New  York.  "The  conditions  under 
which  this  highly  technical  and  complex  subject  is  now  dealt  with," 
says  Mr.  Towne,  "would  be  ludicrous,  if  they  were  not  so  utterly 
unfair.  The  members  of  the  Congressional  committees  in  charge  of 
tariff  revision  are  exceedingly  busy  men,  each  serving  on  other 
committees  also,  and  devoting  only  a  portion  of  his  time  to  this 
work.  Necessarily  their  public  hearings  must  be  limited  to  in- 
termittent days,  and  be  kept  within  limited  hours,  and  yet,  even 
ignoring  these  limitations,  ....  the  time  during  which 
tariff  bills  have  been  considered,  matured  and  adopted  during 
recent  years  has  been  strikingly  inadequate."  Mr.  Towne  then 
points  out  that  the  entire  time  spent  on  each  tariff  act  has  not 
averaged  more  than  three  and  one-half  months.  In  this  same 
connection  the  following  statement  of  Mr.  Franklin  Pierce  is 
pertinent: 

So  hasty  and  careless  are  the  methods  of  tariff  legislation  that  the  Dingley 
Bill,  which  filled  163  printed  pages  and  imposed  duties  upon  more  than  4,000 
separate  articles  of  import,  introduced  at  the  opening  of  the  session  in  the  House 
on  March  15,  1897,  was  passed  within  less  than  two  weeks  and  transmitted  to 
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the  Senate,  only  22  pages  of  it  having  been  oonsidered  and  disouseed  upon  the 
floor  of  the  House. 

Mr.  Pierce  proceeds  to  recall  the  classic  instance  of  the  Cana- 
dian frog  industry  which,  in  their  unreasoning  haste,  the  legislators 
overlooked,  with  the  result  that  the  distracted  customs  appraisers, 
to  repair  the  omission,  held  that  frogs  were  poultry,  and  assessed 
duty  accordingly. 

To  quote  again  from  Mr.  Towne's  paper, 

when  Congress  proposed  to  consider  a  revision  of  the  present  tariff  schedules 
.  ...  a  card  was  issued  by  the  Committee  on  Ways  and  Means  inviting  per- 
sons who  desired  to  be  heard  to  apply  "  to  be  assigned  to  a  place  on  the  pro- 
gram/' and  naming  fourteen  dates  for  the  hearings  beginning  November  10  and 
ending  December  4.  E^ch  hearing  was  to  cover  a  **  specific  schedule  "  and  was  ex- 
pected to  last  two  days.  The  first  two  hearings  covered  the  schedules  relating  to 
chemicals,  liquors,  tobacco  and  sugar.  One  hearing,  that  of  November  25,  was 
allotted  to  considering  the  question  of  duties  on  "metals  and  manufactures  of," 
that  is,  practicaUy  eversrthing  composed  wholly  or  chiefly  of  metal,  from  pig 
iron  to  pins,  from  steel  rails  to  sewing  machines,  from  jewelry  to  stoves,  from 
watches  to  steam  engines.  Is  it  surprising  that  the  thousands  of  manufacturers 
concerned  were  conspicuous  by  their  absence  from  so  farcical  a  proceeding? 

Mr.  Towne  then  quotes  Senator  Beveridge  with  regard  to  the 
striking  discrepancies  between  the  findings  of  the  Committee  of 
the  House  and  those  of  the  Senate  Committee  "in  their  attempt 
to  deal  with  technical  questions  involving  applied  science  in  almost 
every  department,  and  commerce  in  every  branch."  The  following 
examples  are  typical  of  the  varying  preliminary  rates  fixed  by  the 
two  branches  upon  the  same  article: 


Borax,  per  lb.. 

House   2  c., 

Senate 

5  c. 

Phosphorus,  per  lb., 

House  20  c, 

Senate 

10  c. 

Certain  knives,  per  doz., 

House  75  c, 

Senate 

free 

Certain  files,  per  doi., 

House  30  c, 

Senate 

50  c. 

Finished  lumber,  per  M.  ft., 

House  50  c, 

Senate 

35  c. 

Sugar  cane,  per  cent,  ad  valorem. 

House  20  % 

Senate 

10% 

Certain  cotton  cloth,  per  sq. 

yd., 

House    8  c, 

Senate 

6Jc. 

Matting,  per  sq.  yd., 

House    8  c, 

Senate 

4  c. 

"The  Conference  Committee,"  Mr.  Towne  concludes,  "which 
finally  adjusted  these  differences  of  from  50  per  cent  to  150  per 
cent,  was  in  session  only  five  days.'* 

It  b  needless  to  multiply  instances  of  the  total  inadequacy 
and  unfairness  of  present  tarifif-making  methods.     This  inadequacy 
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and  unfairness  is  realized  by  the  great  majority  of  thinking  men 
throughout  the  country.  And  in  the  minds  of  many  men  there 
is  a  pronounced  feeling  that  the  haphazard  and  dark-closet  methods 
of  framing  these  all-important  measures  afford  too  great  an  oppor- 
tunity for  practices  not  only  unscientific  but  positively  immoraL 
Conditions  have  unquestionably  improved  in  this  regard  since  the 
publication  of  The  American  CommanweaUh.  The  following  passage 
from  that  book  is  none  the  less  a  suggestive  text  for  a  discussion 
of  tariff  making  at  the  present  time: 

The  tariff  on  imports  opens  another  enormous  sphere  in  which  legislative 
intervention  affects  private  pecuniary  interests;  for  it  makes  all  the  difference  to 
many  sets  of  manufacturers  whether  duties  on  certain  classes  of  goods  are  raised, 
or  maintained  or  lowered.  Hence  the  doors  of  Congress  are  besieged  by  a  whole 
army  of  commercial  or  railroad  men  and  their  agents,  to  whom,  since  they  have 
come  to  form  a  sort  of  profession,  the  name  of  Lobbyists  is  given.  Many  Con- 
gressmen are  personally  interested,  and  lobby  for  themselves  among  their  col- 
leagues from  the  vantage-ground  of  their  official  positions. 

Thus  a  vast  deal  of  solicitation  and  bargaining  goes  on.  Lobbyists  offer 
consid^ations  for  help  in  passing  a  bill  which  is  desired  or  in  stopping  a  bill  which 
is  feared.  Two  members,  each  of  whom  has  a  bill  to  get  through,  or  one  of  whom 
desires  to  prevent  his  railroad  from  being  interfered  with  while  the  other  wishes 
the  tariff  on  an  article  which  he  manufactures  kept  up,  make  a  dompact  by 
which  each  aids  the  other.  This  is  log-roUing:  You  help  me  to  roll  my  log,  which 
is  too  heavy  for  my  unaided  strength,  and  I  help  you  to  roll  yours. 

Readers  of  The  AnndU  of  the  American  Academy  of  Political 
and  Social  Science  will  doubtless  be  ready  to  concede  that  public 
sentiment  has  for  some  time  been  running  strongly  counter  to 
present  tariff-making  methods.  Public-spirited  men,  irrespective  of 
party  affiliations,  have  declared  against  such  methods;  public- 
spirited  organizations  have  passed  resolutions  condemning  them; 
with  one  voice  the  press  has  ridiculed  them.  What  may  not  be  so 
generally  recognized  is  the  strong  sentiment  which  has  been  gaining 
force  within  Congress  itself  in  favor  of  putting  an  end  to  the  present 
chaotic  state  of  affairs.  A  few  expressions  from  men  who  have 
actually  been  "through  the  mill"  will  serve  to  bring  out  this  point. 
In  a  speech  referred  to  above,  Senator  Beveridge  said: 

At  the  public  hearings  the  conmiittee  rooms  overflow  with  representatiyes  of 
various  interests.  The  private  hearings  are  equally  congested.  Both  are  rushed 
and  confused.  At  these  hearings  there  is  no  time,  no  opportunity  to  go  into 
any  one  subject  thoroughly;  no  time,  no  opportunity  to  test  the  statements  there 
made;  no  time,  no  opportunity,  to  verify  a  single  supposed  fact.    The  most 
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honest  and  alert  man  could  not  possibly  prevent,  or  even  know  about,  incorrect 
statements;  and  the  best  of  men  might  be  excused  from  making  a  tariff  rate 
which  they  did  not  intend  to  make,  and  which,  had  they  known  all  the  facts, 
they  never  would  have  made. 

He  then  quotes  a  signed  article  by  Senator  Vest  in  which  the 
latter  says: 

I  look  back  now  upon  what  occurred  diuing  the  Wilson-Gorman  bill  as  a 
nightmare,  from  the  effects  of  which  I  have  never  recovered.  Before  the  con- 
ference ended  three  of  the  conferees  had  broken  down  under  the  constant  strain 
to  which  we  were  subjected. 

A  few  more  may  be  selected  from  the  rapidly  accumulating 
body  of  statements  which  seem  to  unite  in  their  disapproval  of 
present  methods  of  tariff-making: 

Congressman  E.  J.  Hill,  of  Connecticut: 

I  hope  never  to  see  another  general  revision  of  the  tariff  with  its  consequent 
upheaval  of  our  whole  industrial  organization,  and  with  the  abominable  trading 
and  dickering  which  inevitably  result  therefrom. 

Senator  Norris,  of  Nebraska: 

The  methods  by  which  the  tariff  has  been  revised  in  the  past  are  unscientific, 
illogical,  and  out  of  date.    This  applies  to  every  tariff  that  has  been  enacted. 

Senator  Root,  of  New  York: 

We  have  been  here  for  over  three  months  considering  and  discussing  and 
voting  upon  the  measure  of  protection  that  it  is  necessary  to  give  in  order  to  keep 
alive  and  prosperous  the  business  of  tens  of  thousands  of  corporations  engaged 
in  the  manufactinre  and  trades  affected  by  the  protective  tariff.  Upon  one  hand 
we  have  garbled  statements;  upon  the  other  equally  garbled  and  partial  state- 
ments; and  no  means  of  distinguishing  the  truth.  We  are  imder  the  necessity 
of  proceeding  by  guesswork,  by  conjecture,  alwasrs  with  dissatisfaction,  because 
we  recognize  the  chance  that  we  have  guessed  wrong  about  whose  statements 
came  nearest  to  the  truth. 

Senator  Gore,  of  Oklahoma: 

Burke  said  that  statesmanship  is  the  science  of  circumstances.  Few  there  are 
who  will  deny  the  potency  of  circiunstances.  But  few  there  are  who  will  deny 
that  facts  are  the  best  touchstone  upon  which  to  try  the  virtue  of  theory;  few 
who  will  assert  that  taxable  articles  can  best  be  determined  by  intuition,  and  the 

rates  of  duties  best  determined  by  inspiration It  is  no  disparagement 

to  the  Congressional  committee  to  relieve  it  of  the  toil  of  assembling  facts,  collect- 
ing and  collating  data.  Shift  that  drudgery  to  somebody  else,  and  allow  the 
Congressmen  the  luxury  of  analysing  and  reflecting  upon  the  facts,  to  decide 


Digitized  by 


Google 


62  The  Annals  of  the  American  Academt 

as  between  the  old  and  the  new  system.  It  is  not  necessary  to  convict  the  old 
system  as  being  the  worst  possible  system;  it  is  only  necessary  to  find  that  the 
new  system  would  be  the  better  system.  Whom  has  the  old  system  satisfied? 
Has  it  satisfied  the  advocates  of  lugh  tariff?  Has  it  satisfied  the  advocates  d 
low  tariff?  Has  it  satisfied  the  comitry?  Has  it  insured  industrial  peace,  and 
commercial  progress  and  prosperity?  Why,  my  friends,  the  most  elaborate  and 
most  colossal  works  of  fiction  ever  produced  in  the  United  States  are  the  tariff 
hearings  before  che  Finance  Conmiittee  of  the  Senate,  and  the  Ways  and  Means 
Conmiittee  of  the  House.  As  works  of  fancy  they  are  unrivalled  by  the  Rape  of 
the  Lock.  As  works  of  the  imagination,  they  are  unapproached  by  Paradise  Lost . 
They  have  all  the  function  of  ex  parte  testimony  on  the  part  of  interested  witnesses, 
alternating  between  violent  hope  and  violent  fear.  Every  temptation  to  mis- 
statement is  present.  Nearly  every  obligation  to  truth  is  absent,  save  conscience 
alone,  and  their  consciences  are  under  such  perfect  control. 

An  attempt  has  been  made  to  emplbasize  the  fact  that  tariff 
making  is  a  most  vital  matter,  and  that  it  is  bandied  in  a  most 
unsatisfactory  manner.  In  saying  this,  it  is  fair  to  point  out  that 
no  unreasoning  attack  on  Congress  is  justified  because  of  the 
situation  as  it  now  stands.  Persons  in  a  position  to  know  declare 
that  the  Underwood  Tariff  Act  was  framed  in  a  more  conscientious 
manner  than  any  act  we  have  ever  had.  It  is  well  known  that 
the  men  responsible  for  it  worked  themselves  to  the  verge  of  exhaus- 
tion in  an  attempt  to  produce  a  fair  result.  But  the  point  seems 
to  be  that  in  striving  to  lay  plans  to  make  our  democracy  efficient 
we  cannot  rest  content  with  the  conscientious  failures  of  amateurs. 
Speaking  wholly  without  political  bias,  it  may  be  stated  that  the 
Underwood  Bill  is  caUing  forth  the  same  criticism  which  has  been 
so  generously  heaped  upon  its  predecessors;  and  that  the  party 
which  happened  to  be  in  power  when  it  was  enacted  into  law  is 
now  conscious  of  the  need  of  many  changes  in  the  measure.  No 
one  would  deny  that  if  five  or  six  of  the  able  members  of  the  Ways 
and  Means  Committee  were  to  give  their  entire  time  during  a 
number  of  years  to  the  study  of  tariff  making,  they  could  equip 
themselves  to  treat  the  matter  adequately.  But  what  would  their 
neglected  constituents  say?  What  would  happen  to  the  other 
business  to  which  each  leader  in  both  chambers  is  obliged  to  attend? 
Obviously  such  a  plan  runs  counter  to  the  normal  and  reasonable 
course  of  business  in  a  representative  body.  The  situation,  there- 
fore, appears  to  be  something  like  this:  Under  the  Constitution, 
Congress  is  required  to  pass  laws  bearing  upon  taxation.  The 
tariff  is  a  taxation  measure.    The  ablest  Committees  in  Congress 
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have  demonstrated  through  three  generations  the  fact  that  they 
were  not  eqiupped  to  carry  out,  in  a  manner  satisfactory  to  the 
country,  this  duty  of  framing  tariff  acts.  And  the  organization 
and  duties  of  Congress  are  such  that  no  permanent  body  equipped 
to  handle  the  tariff  ever  can  exist  within  Congress  itself.  Have  we 
an  instance  here  of  an  irresistible  force  striking  an  immovable  body? 

An  effort  will  be  made  briefly  to  suggest  a  way  out  of  this 
apparent  impasse.  The  solution  would  seem  to  lie  in  this  direction: 
that  Congress  has  not  discharged  its  whole  duty  to  the  people  in 
merely  framing  a  tariff  act;  its  duty  involves  the  framing  of  an 
adequate,  scientific  and  non-political  tariff  act.  If  Congress, 
therefore,  is  unable  to  perform  this  duty  unaided  it  should  not  at- 
tempt to  delegate  it,  but  should  call  to  its  assistance  a  body  of  men 
of  the  highest  qualifications  who  would  devote  their  whole  time  to 
8tud3ring  the  facts  which  properly  underly  all  tariffs,  whether  high 
or  low,  together  with  their  interrelationship,  and  their  significance 
both  as  to  domestic  and  as  to  foreign  conditions,  in  such  manner 
as  to  enable  Congress  to  enact  a  law  which  will  be  in  the  best 
interests  of  the  country  as  a  whole.  More  than  this,  such  a  body 
woiild  be  able  to  keep  abreast  of  the  changing  conditions  at  home 
and  abroad  and  to  enable  Congress  to  meet  new  necessities  as 
they  arise,  schedule  by  schedule,  without  the  wholesale  revision 
which  has  so  long  been  the  bug-bear  of  consistent  progress  and 
prosperity  in  the  United  States.  Such  is  the  plan  in  France,  for 
example,  where  several  himdred  minor  tariff  changes  have  been 
made  during  the  last  few  years — but  always  upon  the  basis  of 
carefully  ascertained  facts,  and  in  such  a  gradual  manner  that  no 
business  disturbance  has  been  precipitated. 

This  suggestion   appears   to   be   gaining   considerable   favor 
throughout  the  United  States.     It  appears  to  be  the  only  answer 
to  the  problem.     It  may,  therefore,  be  of  interest  to  outline  the 
best  thought  along  the  lines  of  a  tariff  board,  or  a  tariff  commission, 
as  it  has  so  far  developed.     It  may  be  said  at  once  that  no  tariff 
commission  of  the  sort  which  the  importance  of  the  subject  demands 
has  ever  existed  in  the  United  States.     The  commission  of  1882 
was  created  for  a  period  of  six  months,  during  which  time  an  inde- 
pendent body  can  hardly  do  more  than  can  a  Congressional  com- 
mittee towards  producing  a  satisfactory  tariff.     The  Tariff  Board 
appointed  by  Mr.  Taft  in  1909  was  not  an  independent  commission 
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established  upon  broad  lines.  The  Payne-Aldrich  Law  provided 
for  the  establishment  of  minimum  and  maximum  tariff  rates,  and 
gave  authority  to  the  President,  in  determining  such  rates,  to 
appoint  experts  to  assist  him.  Mr.  Taf t  followed  this  authorization, 
and  dubbed  the  experts  a  "Tariff  Board."  Congress  did  not 
feel  bound  to  continue  this  body,  however,  and  in  1912  the  Chair- 
man of  the  Committee  on  Appropriations  in  the  House  saw  to  it 
that  no  appropriation  for  salaries  or  expenses  of  the  Board  was 
authorized  and  it  thereupon  automatically  ceased  to  exist. 

It  is  further  generally  conceded  that  the  salaries  paid  to  Mr. 
Taft's  experts  were  not  high  enough  to  attract,  in  the  majority  of 
cases,  men  of  the  calibre  demanded.  And  yet  the  work  of  that 
Board,  so  far  as  it  went,  was  valuable,  and  was  actually  used  and 
relied  upon  by  Democratic  members  of  the  Ways  and  Means  CJom- 
mittee  in  framing  the  Underwood  Bill.  In  stating  this  fact, 
Senator  Owen,  of  Oklahoma,  in  a  recent  address  favoring  a  tariff 
commission,  laid  emphasis  on  the  fact  that  the  Committee  on 
Banking  and  Currency  of  which  he  was  chairman,  found  the  report 
of  the  Monetary  Commission  of  the  greatest  value  in  connection 
with  the  framing  of  the  Federal  Reserve  Act.  There  seems  to  be 
no  doubt  in  the  minds  of  the  constructive  men  in  Congress  that 
where  an  elaborate  array  of  reliable  facts  is  needed  as  a  basis  of 
legislation,  the  proper  course  is  to  employ  the  best  men  available  in 
the  country  to  devote  their  whole  time  to  ascertaining  those  facts. 
Any  other  coiu^e  would  seem  to  be  out  of  line  with  what  the  citizens 
of  the  United  States  have  the  right  to  demand. 

It  seems  to  be  admitted  very  generally  that  the  most  impor- 
tant consideration  in  connection  with  all  commissions  is  the  char- 
acter of  the  personnel.  The  most  skillfully  drafted  statute  pro- 
viding for  the  establishment  of  a  conunission  is  hardly  more  valuable 
than  waste  paper  if  the  appointments  made  under  its  authorization 
are  mediocre.  It  is,  therefore,  a  notable  tendency  of  recent  pro- 
posals for  a  tariff  commission  that  they  involve  adequate  salaries, 
on  a  par,  for  example,  with  those  paid  to  members  of  the  Federal 
Reserve  Board.  It  has  been  urged  further  that  a  permanent 
annual  appropriation  be  provided  for,  as  was  done  in  the  recent 
Smith-Lever  Agricultural  Extension  Act.  Under  such  a  provision, 
a  commission  cannot  be  cut  off  by  the  mere  failure  of  a  committee 
to  insert  the  item  in  the  annual  appropriation  measure.     It  is 


Digitized  by 


Google 


Tabipp  Making  55 

necessary  for  a  member  of  Congress  afi&rmatively  to  bring  forward 
a  bill  cutting  off  the  necessary  funds,  to  get  this  bill  through  the 
House  and  the  Senate,  and  then  to  get  it  signed  by  the  President. 

Finally,  it  should  be  said  that  it  is  not  contemplated  that 
such  a  commission  should  make  recommendations  to  Congress  as 
to  specific  rates  of  duty,  unless  called  upon  to  do  so.  The  com- 
mission is  proposed  not  to  supplant  nor  to  combat,  but  solely  to 
assist,  Congress.  Then,  if  the  right  sort  of  men  are  appointed  and 
give  their  time  and  energy  to  the  study  of  this  one  great  subject, 
it  will  not  be  long  before  they  will  come  to  be  recognized  as  tariff 
authorities,  and  it  is  the  tendency  of  the  times  that  when  they  are 
so  recognized,  they  will  be  freely  consulted  and  increasingly  relied 
upon  both  by  Congress  and  by  the  President.^ 

This  suggestion  is  not  a  new  one.  But  it  is  doubtful  if  there 
has  been  a  time  when  its  importance  was  greater.  The  unprece- 
dented changes  in  commercial  and  industrial  alignments,  both  at 
home  and  abroad,  make  necessary  a  far-seeing  and  statesmanlike 
study  of  national  necessities.  Press  dispatches  indicate  that  all 
the  nations  of  Europe  which  will  be  our  rivals  after  the  war  are, 
without  exception,  giving  some  sort  of  expert  attention  to  their 
probable  commercial  needs  after  the  war,  with  special  reference  to 
the  framing  of  reciprocal  tariff  arrangements.  We  cannot  afford 
to  leave  work  of  this  sort  to  government  bureaus,  under  political 
and  temporary  secretaries.  What  seems  to  be  demanded  is  a 
small  body  of  the  best  men  available  who  shall  consider  this  matter 
continuously,  independently,  and  non-politically. 

A  great  opportunity  is  presented  to  us;  it  may  be  said  that 
a  great  crisis  confronts  us.    Not  oin*  commercial  prosperity  alone  is 
at  stake.     There  is  involved  also  the  cause  of  democracy  and  liberty 
for  which  this  country  has  stood  forth  as  the  leading  champion  for 
over  a  century.     Great  causes  call  for  treatment  along  great  lines. 
It  is  not  solely  a  question  of  ending  our  log-rolling  methods  of 
tariff  making.     It  is  a  question  of  letting  the  light  of  day  into 
our  whole  governmental  system;  of  using  modern  machinery  to 
produce  modern  results;  of  ceasing  to  muddle  along  and  of  adopting 
instead  adequate  methods  of  preparedness  for  peace;  in  short,  it 
is  a  question  of  taking  the  great,  fundamental  steps  which  are  bo 
potently,  so  immediately  indicated  in  the  process  of  proving  that 
a  democracy  can  be  efficient. 

*  Since  this  article  was  written  a  bill  has  been  introduced  in  Congress  by 
Kepresentative  Kain^,  largely  embodying  the  suggestions  here  made. 
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By  Chester  Llotd  Jones, 
Uniyeraity  of  Wisconsin,  Madison,  Wis. 

The  American  people  have  always  been  complacent  about  the 
abuse  involved  in  the  spoils  system.  The  enthusiasm  for  civil 
service  reform  has  affected  "intellectuals"  but  not  the  man  in 
the  street.  Even  those  who  pretend  to  an  interest  in  the  efficiency 
of  the  public  service  are  apt  to  think  the  advance  already  accom- 
plished much  greater  than  is  the  case.  When  we  read  about  spoils 
it  is  usually  the  story  of  a  fight  for  their  elimination  in  a  specific 
service  or  a  comparison  of  present-day  standards  with  those  of  a 
generation  ago  but  we  are  apt  to  overlook  the  fact  that  taken  as 
a  whole  our  party  government  is  still  spoils  government.  The 
civil  service  reform  movement  points  the  way;  it  does  not  represent 
a  cause  won. 

This  is  true  whether  one  considers  national,  state  or  municipal 
politics.  The  greatest  party  asset  of  a  financial  sort  in  the  average 
campaign  is  still  not  the  funds  contributed  by  interested  and  dis- 
interested followers  nor  even  the  franchises  or  contract  plums  which 
may  be  handed  over  to  the  faithful,  but  the  prospect  of  profiting  by 
what  Senator  Marcy  long  ago  characterized  as  "the  rule  that  to  the 
victor  belong  the  spoils  of  the  enemy."  As  a  means  of  getting 
party  work  done  money  contributions  are  of  less  importance  than 
the  patronage  which  is  to  be  the  reward  of  workers  "who  are 
valuable  when  the  campaign  is  on." 

Spoils  in  the  Federal  Service 

The  advance  in  the  elimination  of  spoils  has  been  more  con- 
spicuous in  the  federal  than  in  the  state  and  municipal  govern- 
ments. Each  administration  advertises  its  good  deeds  in  connec- 
tion with  the  civil  service  in  order  that  it  may  profit  as  much  as 
possible  by  the  eflfect  on  public  opinion.  The  Civil  Service  Com- 
mission announces. 

The  government  is  doing  more  work  with  fewer  employees  and  with  increased 
economy  and  efficiency.    Each  year  sees  a  more  intensive  application  and  obaerv- 
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anoe  of  the  rules,  because  the  oommission  is  coming  into  closer  touch  with  the 
entire  service  and  because  of  the  cooperation  and  support  of  appointing  officers  J 

and  the  Council  of  the  National  Civil  Service  Reform  League 
reports, 

The  past  year  demonstrates  the  constant  growth  of  popular  sentiment 
throughout  the  country  in  favor  of  the  merit  and  efficiency  sjrstem.  Even  in 
Congress  the  tide  has  turned  against  the  spoilsman.* 

These  statements  are  true,  but  what  has  been  done  should  be 
supplemented  by  an  exposition  of  what  still  remains  to  be  done  if 
the  real  picture  is  to  be  secured.    There  are  estimated  to  be  at 
least  475,000  persons  at  present  in  the  employ  of  the  executive 
branch  of  the  national  government.     Their  aggregate  salary  is  about 
$400,000,000.     A  third  of  a  century  after  the  enactment  of  the 
basic  Pendleton  Act  there  are  still  only  61  per  cent  of  the  positions 
1jy  number  imder  the  strict  competitive  system.*    The  advance 
we  have  made,  too,  is  chiefly  in  the  lower  and  middle  grade  posi- 
tions.    The  higher,   better  paid,  supervisory  positions  are  to  a 
greater  degree  still  the  priae  of  victory  at  the  polls.    When  we 
remember  that  the  ipen  in  these  positions  are  usually  in  charge 
of  the  work  of  those  who  have  minor  positions  of  either  temporary 
or  permanent  tenure  it  is  easy  to  understand  why  it  is  so  difficult 
to  insure  that  efficiency  records  shall  be  reliable  and  underhand 
methods  of  inducing  campaign  contributions  of  work  and  money 
difficult  to  prevent.     This  army  of  senate-confirmed  political  agents 
comprising  the  higher  class  postmasters,  the  collectors  of  customs 
and  internal  revenue,  district  attorneys  and  marshalls  scattered 
over  the  entire  country  are  servants  of  the  party  primarily  and  of 
the  people  in  only  a  secondary  degree.     Too  often  their  official 
duties  are  nominal  only,  taking  their  attention  for  an  hour  a  day 
or  a  day  a  week,  the  rest  of  their  energy  being  devoted  to  directing 
the  course  of  politics.     Ex-President  Taft's  recent  suggestion  that 
the  postmasters  of  higher  grade  be  abolished  since  the  assistant 

»  Thirtysecond  Annuai  Report  of  the  United  Stales  CivU  Service  ComfnMeion^ 
Waehington,  1916,  p.  6. 

•  Proceedinga  at  the  annual  meeting  of  the  NaHonal  Civil   Service  Rtform 
League,  1914,  P-M. 

*Dana,  R.  H.:  Good  Oovernment,  Supplement  (New  York)  January,  191S> 
p.  9  et  eeq.  The  Thirty-Second  Annual  RepoH  of  the  United  StaUs  Civil  Service 
Commiseion,  Washington,  1916,  p.  6,  reports  that  there  were  on  Jtme  30,  1915, 
476,363  officers  and  employees  in  the  executive  civil  service. 
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postmasters  do  the  work  anyway,  may  not  be  good  politics  but  it 
points  to  a  very  real  abuse  in  our  public  service. 

Spoils  in  Stale  and  Municipal  Service 

[^  .^  The  employees  of  our  states  have  a  total  salary  list  of  not  less 

than  $300,000,000.^  In  by  far  the  majority  of  these  smaller 
political  units  there  is  not  even  a  beginning  of  legislation  to  reform 
the  civil  service.  Even  a  list  of  those  which  have  civil  service  laws 
gives  the  impression  that  greater  advance  has  been  made  than  the 
fact  justifies.  In  some  commonwealths  and  municipalities,  hoiv- 
ever,  an  improvement  over  the  federal  legislation  is  found  in  that 
the  higher  positions  have  to  a  greater  degree  been  put  upon  the 
merit  basis. 

State  legislation  for  the  merit  system  in  the  civil  service 
is  in  fact  almost  a  matter  of  the  last  decade.  Before  1905  only 
New  York  and  Massachusetts  had  competitive  examinations  for 
their  state  services.  In  that  year  Wisconsin  passed  a  state-wide 
act  and  Illinois  one  applying  to  state  charitable  institutions.  Three 
years  later  New  Jersey  fell  into  line.  Illinois  in  1911  passed  an 
advanced  law.  The  next  year  Colorado  applied  the  merit  system  to 
the  entire  state  service  and  in  1913  Ohio  passed  a  law  to  aflFect 
the  service  in  state,  counties  and  city  school  districts.  California 
and  Connecticut  passed  more  conservative  measures. 

The  last  two  years  have  on  the  whole  been  a  period  of  reac- 
tion in  civil  service  legislation  in  the  states.  Kansas  passed  an 
act  applying  to  the  state  service,  and  New  Jersey  made  important 
improvements  over  her  law  of  1908  and  in  Louisiana  a  law  was 
passed  creating  a  civil  service  commission  to  have  charge  of  the 
employees  at  the  port  of  New  Orleans.  Elsewhere  the  outlook 
for  extension  of  the  merit  system  was  not  encouraging.  In  the 
legislature  of  Connecticut  there  was  a  determined  effort  to  repeal 
the  law  passed  in  1913.  Though  unsuccessful,  an  amendment  was 
passed  which  in  effect  allows  any  head  of  a  department  and  any 
state  commission  to  secure  exemption  from  the  law.  The  legislature 
of  Colorado  seriously  weakened  the  law  in  that  state.  An  attempt 
to  provide  for  the  certification  to  the  appointing  authority  of  the 
entire  eligible  list  instead  of  the  three  highest  upon  it  was  only 
defeated  in  Wisconsin  in  the  Senate.  The  Ohio  legislature  in- 
^  Dana,  R.  H.  in  Qood  Oovemment,  Supplement,  Jan.,  1914,  p.  9  e<  »eq. 
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creased  the  number  of  exempt  positions.  In  California  a  bill  to 
devitalize  the  Civil  Service  act  was  killed  only  by  the  "pocket 
veto"  of  the  governor.* 

In  the  municipal  services  the  spoils  system  is  still  in  aU  but 
exceptional  cases  in  unquestioned  control.  In  some  of  the  states 
with  civil  service  laws  there  are  attempts  to  put  thccity  services 
on  the  merit  basis  and  this  is  true  also  of  some  cities  in  other  states. 
But  in  the  typical  American  municipality,  with  the  exception  of 
school  teachers,  firemen  and  the  police,  there  is  permanence  and 
a  legal  test  of  fitness  in  neither  the  higher  nor  the  lower  ranks  of 
the  public  service. 

Why  Extension  is  Difficidi 

The  review  of  recent  developments  indicates  that  the  problem 
which  presents  itself  to  the  friends  of  the  merit  system  is  often 
not  what  extension  can  be  secured  but  how  can  what  has  already 
been  obtained  be  safeguarded. 

The  pressure  to  overthrow  the  laws  already  passed  is  es- 
pecially strong  whenever  a  change  in  administration  involves  also 
a  change  in  party  politics.  In  fact,  the  legislation  by  which  the 
''classification"  of  public  employees  has  been  extended  may  not  be 
devoid  of  partisan  character.  Such  is  the  case  for  example  when 
a  certain  branch  of  the  service  formerly  filled  by  political  appoint- 
ments is  "covered  into"  the  classified  service  without  an  open 
competitive  examination.  Under  such  conditions  it  may  well  seem 
to  the  new  party  coming  into  power  that  their  defeated  opponents 
have  filled  the  oflSces — by  political  appointees — and  then  given 
them  permanency  of  tenure  by  putting  them  under  the  civil  service 
rules  thus  in  effect  making  a  new  rule — "to  the  vanquished  belong 
the  spoils,"  which  is  hardly  a  better  maxim  than  the  original  one. 

In  1908  President  Roosevelt  put  under  civil  service  rules  some 

(15,000  fourth-class  postmasters  in  the  territory  northwest  of  the 
Ohio   River.     Those   then   holding  these   oflBces,   chiefly    political 
appointees,  were  not  required  to  take  any  examination.     In  October, 
1912,  shortly  before  the  election  in  which  it  seemed  practically 
certain  the  Republican  party  would  be  defeated.  President  Taft 
"covered  in"  all   the  remaining  fourth-class  postmasters,   about 
36,000,  also  without  examination.     Naturally  these  actions  were  not 
»  The  recent  developments  in  the  states  are  diflcuaeed  in  Good  Govemfneni, 
Supplement,  Jan.,  1916,  p.  13-14. 
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looked  upon  with  favor  by  the  Democratic  administration  which 
followed  that  of  Mr.  Taft.  President  Wilson  did  not,  however, 
revoke  the  executive  orders  of  his  predecessors  but  he  did  amend 
them  by  providing  that  no  fourth-class  postmaster  should  be  given 
competitive  classified  status  unless  "he  was  appointed  as  the 
result  of  a  competitive  examination  or  shall  be  so  appointed." 

Even  if  a  party  does  not  set  about  to  repeal  the  civil  service 
law  directly  so  as  to  open  up  more  positions  for  its  favorites,  it 
may,  through  riders  on  important  legislation,  place  certain  classes 
of  offices  outside  the  merit  system  and  see  to  it  that  the  new  places 
created  by  its  legislation  are  filled  under  rules  which  will  allow 
a  free  hand  in  appointments.  Often,  too,  the  administration  of  the 
law  may  be  so  manipulated  that  all  vacancies  that  arise  under  it 
may  be  filled  with  good  party  servants  even  though  the  letter  of 
the  law  be  observed.  Examples  of  the  first  of  these  practices  are 
frequent  in  the  recent  history  of  the  federal  civil  service. 

Since  1913  Congress  has  shown  reactionary  tendencies  in  this 
sort  of  legislation  by  (1)  excepting  the  field  income  tax  collection 
force  from  the  operation  of  the  civil  service  law,  (2)  removing  from 
the  classified  service  deputy  collectors  and  deputy  United  States 
marshalls,  (3)  excepting  the  employees  of  the  Federal  Reserve 
Board  from  the  operation  of  the  act,  a  bill  passed  only  by  the 
deciding  vote  of  the  Vice-President  in  the  Senate,  (4)  providing — 
following  the  suggestion  of  the  Secretary  of  Commerce — that 
fourteen  new  positions  as  commercial  attach^  should  be  filled 
without  application  of  the  civil  service  rules,  (5)  exempting  attor- 
neys, special  experts  and  examiners  of  the  trade  commission  from 
the  operation  of  the  law.  Attacks  have  been  made  also  upon  the 
Indian  service  and  repeatedly  upon  the  post-office  service. 

Illustrations  of  the  management  of  the  law  so  as  to  allow 
de  facto  control  though  the  civil  service  rules  are  in  form  observed 
can  be  cited  in  great  number  in  both  state  and  federal  experience. 
The  abuse  is  especially  liable  to  occur  where  the  number  of  cona- 
petitors  in  the  examination  is  small.  If  the  law  provides  that  the 
three  with  highest  standings  shall  be  certified  to  the  appointing 
authority  it  will  often  be  possible  to  appoint  the  man  who  would 
have  been  appointed  under  the  spoils  system.  Of  course,  this 
practice  is  still  easier  where  the  appointing  authority  can  reject 
those  certified  and  ask  the  addition  of  supplemental  names.     The 
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thorough  elimination  of  political  manipulation  of  this  sort  is  only 
possible  where  the  administrative  officer  has  at  heart  the  enforce- 
ment not  only  of  the  letter  but  of  the  spirit  of  the  law.  Even  if 
legislation  specifically  prohibited  the  transmission  of  any  informa- 
tion as  to  the  candidates'  politics  to  the  appointing  power,  it  would 
be  impossible  to  insure  its  proper  enforcement  if  the  administration 
did  not  share  the  desire  for  a  non-partisan  service. 

The  working  of  the  federal  regulations  in  this  particular  may 
be  illustrated  by  the  appointments  to  fourth-class  postmasterships. 
Section  10  of  the  Civil  Service  Act  reads: 

No  recommendations  of  any  persons  who  shall  apply  for  office  or  place  under 
the  provisions  of  this  act  which  may  be  given  by  any  Senator  or  member  of  the 
House  of  Representatives,  except  as  to  the  character  or  residence  of  the  applicant, 
shall  be  received  or  considered  by  any  persons  concerned  in  making  any  examina- 
tion or  appointment  under  this  Act. 

In  the  examinations  for  fourth-class  postmasterships— ^now  under 
the  act  by  executive  order — [there  are  seldom  more  than  three  or 
four  candidates.     Consequently,  if  the  man  who  would  have  been 
appointed  under  the  spoils  system  passes  he  is  fairly  sure  of  the 
place  he  seeks.     Postmaster-General  Burleson  is  reported  to  have 
publicly  solicited  recommendations  of  members  of  Congress  to 
guide  him  in  making  appointments  to  fourth-class  postmasterships.* 
It  hardly  needs  demonstration  that  the  political  advantage  of 
having  appointees  in  every  hamlet  in  his  district  is  an  important 
asset  to  the  Congressman.     Other  appointments  in  the  depart- 
ments at  Washington  may  be  similarly  influenced  and  this  obliga- 
tion  under  which   the   appointee  feels  himself  when   originally 
placed  may  from  time  to  time  be  increased  as  he  comes  up  for 
promotion  or  is  saved  from  demotion.    Not  only  therefore  does 
the  spoils  system  still  control  the  higher  offices  but  it  has  an  indirect 
influence  upon  ranks  of  the  service  which  may  be  on  paper '  'classified/' 
These   various   wayB  in  which  the  pressure  for   patronage 
makes  itself  felt  in  the  branches  of  the  civil  service  already  **  classi- 
fied" are  symptomatic  of  the  great  demand  for  the  offices  still 
filled   without   reference  to   the  civil  service  law.     Civil   service 
reform,  unlike  some  other  propaganda,  does  not  prosper  on  its 
own  success.     It  does  not  accumulate  added  momentum  with  each 
victory,  even  though  the  benefits  attendant  on  the  adoption  of  the 
•  Chod  Chvemmeni,  New  York,  Jan.,  1916,  p.  1. 
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merit  system  be  easily  demonstrable.  Indeed,  in  some  wajrs  every 
advance  makes  the  next  step  more  difficult.  The  dispenser  of 
patronage  tightens  his  grip  with  every  loss  of  power  he  suffers,  the 
clamor  for  the  remaining  offices  becomes  more  persistent,  and  the 
public  are  only  on  exceptional  occasions  aroused  to  an  interest  in 
the  importance  of  the  civil  service  issue. 

In  the  present  state  of  the  public  mind  there  is  little  likelihood 
of  any  rapid  and  continuous  advance  in  civil  service  legislation  by 
the  federal  government.  In  the  states  and  cities  more  may  be 
accomplished  both  because  less  has  already  been  done  there  and 
because  there  the  public  is  in  closer  contact  with  the  officials.  On 
the  other  hand  the  average  campaigi^  will  even  here  turn  on  more 
spectacular  issues.  In  any  case  what  concessions  may  be  secured 
will  be  determined  by  the  opinion  of  the  political  parties  as  to 
whether  they  can  get  along  without  the  highly  valuable  perquisite — 
the  power  to  distribute  offices.  The  increasing  legitimate  expense 
of  campaigns  coming  at  the  same  time  as  the  popular  demand  for 
limitation  of  the  sources,  amount  and  purpose  of  political  ex- 
penditures, taken  with  the  demand  that  the  valuable  asset  of  spoils 
be  given  up,  puts  the  parties  in  a  difficult  position.  In  this  situation 
the  corrupt  practice  acts  and  civil  service  reform  come  to  stand  in 
a  peculiar  relation  to  each  other.  The  argument  runs:  if  you 
limit  too  strictly  the  sources  from  which  money  may  be  solicited  and 
the  amount  which  may  be  spent  in  a  campaign  you  must  make  it  up 
by  letting  the  candidate  distribute  offices — money  value — ^in  another 
form.  Neither  alternative  is  attractive  but  to  a  degree  the  opposi- 
tion appears  real,  at  least  as  to  the  stricter  limitations  on  amount 
of  expenditiu-e  found  in  the  more  drastic  corrupt  practice  acts. 

Lessening  the  Demand  for  Patronage  by  Creation  of  Other  Party  Assets 

The  way  out  of  the  dilemma  frequently  suggested  lies  in  the 
creation  of  some  other  source  of  support  for  the  parties  thus  lessen- 
ing the  pressure  for  place.  There  are  a  number  of  ways  in  which 
this  could  conceivably  be  done  none  of  which  seem  both  satisfactory 
and  practical. 

It  has  been  suggested  that  we  may  develop  a  class  of  men  of 
means  who,  their  private  fortunes  being  sufficient  to  their  needs, 
will  devote  themselves  to  public  affairs  and  bear  the  expense  of 
their  own  candidatures.     The  answer  is  that  at  present  we  have  no 
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such  class,  that  a  distinction  of  this  sort  separating  candidate 
and  electorate  would  be  unwelcome  to  American  public  opinion  and 
finally  that  few  would  be  able  to  bear  the  expense  of  a  thorouirh 
campaign  in  a  large  state  and  none  that  of  the  national  elections 

Dependence  on  the  great  economic  interests  as  a  means  of 
relieving  pressure  for  patronage  has  been  suggested.     Our  previous 
experience  with  alliances  between  big  business  and  politics  is  not 
encouraging.     Any  contribution  has  at  least  the  appearance  of 
a  purchase  of  inmiunity  from  hostile  governmental  action.     There 
are  plenty  of  iUustrations  that  this  is  frequently  the  practical 
consequence;  for  examples  read  the  history  of  Gould's  expendi- 
tures for  the  protection  of  the  Erie  railroad  in  New  York  or  the 
current  exposures  which  show  that  in  return  for  campaign  contri- 
butions certain  companies  have  received  the  promise  that  they 
might  appoint  the  men  who  were  to  inspect  their  factories. 

The  most  democratic  and  from  all  points  of  view  the  most 
attractive  proposal  is  a  greater  dependence  on  the  "rank  and  file" 
of  the  party — ^that  is,  a  dependence  on  small  contributions.  Efforts 
to  create  a  basis  of  this  sort  have  not  been  lacking  in  the  larger 
parties,  probably  not  only  from  a  belief  in  the  correctness  of  the 
theory  that  the  party  as  a  whole  should  bear  party  expenses  but 
also  from  the  belief  that  a  member  who  contributes  has  his  loyalty 
to  the  party  strengthened.  To  popularize  support,  the  Republican 
party,  so  the  chairman  of  the  national  committee  later  testified, 
had  between  seven  and  eight  himdred  representatives  in  Chicago 
alone  soliciting  campaign  funds  in  1908.  The  Democrats  also  have 
several  times  used  similar  methods  as  did  the  Progressives  in  1912. 
But  such  methods  are  more  important  in  the  parties  out  of  power 
and  in  those  which  have  no  chance  of  victory.  In  the  larger  parties 
in  our  times  they  have  never  brought  in  a  large  percentage  of  the 
total  which  passes  through  the  war  chest.  Not  until  we  have  a 
radical  and  at  present  at  least  unexpected  change  in  the  attitude  of 
the  average  voter  can  we  hope  for  a  cutting  down  of  pressure  for 
spoils  through  this  means. 

An  interesting  set  of  experiments  in  lessening  the  nfcc«B».ty 
of  large  fimds  or  their  equivalent  for  the  work  oi  pattiea  aie  t\ie 
laws  passed  in  various  states  to  transfer  to  the  public  treaBxuy 
part  or  all  of  the  expense  of  campaigns.     In  the  first  class  are  the 
so-called  publicity  pamphlets,  the  first  use  of  which  appeared  la 
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Oregon.  The  state  undertakes  to  publish  at  a  rate  below  its  actual 
cost  a  limited  amount  of  campaign  material  and  send  a  copy  to  each 
voter.  This  it  b*  held  will  cut  down  the  necessity  of  spending  so 
much  money  in  circularizing  the  electorate  and  give  each  party 
an  opportunity  of  answering  the  arguments  of  its  opponents  in  a 
way  which  will  bring  the  clash  of  opinion  forcibly  to  the  voter's 
attention.  The  reception  of  such  schemes  has  been  by  no  means 
uniform.  It  seems  to  have  met  with  a  faur  measure  of  success 
in  Oregon,  but  the  similar  Wisconsin  experiment  has  proved  a 
failure.  Though  the  pamphlet  was  generally  used  when  it  was 
first  established,  the  following  election  showed  a  marked  falling 
off  of  interest  and  the  legislature  of  1915  repealed  the  law. 

Of  a  somewhat  similar  effect  is  the  practice  under  which  large 
amounts  of  campaign  literature  are  now  printed  at  the  instance  of 
members  of  Congress  and  given  wide  distribution  under  congres- 
sional frank.  Of  course,  this  is  a  less  straightforward  and  defensible 
means  of  shifting  to  the  public  purse  what  are  in  fact  party  cam- 
paign expenditures. 

Colorado  passed  a  more  thoroughgoing  measure  than  the 
publicity  pamphlet  laws  referred  to.    It  provided: 

That  the  expenses  of  conducting  campaigns  to  elect  state,  district  and  county 
officers  at  general  elections  shall  be  paid  only  by  the  state  and  by  the  candidates 
for  office  at  such  elections ' 

Within  ten  days  after  nomination  of  candidates  the  state  treasurer 
was  to  pay  the  chairman  of  the  state  committee  of  each  political 
party  a  sum  equal  to  twenty-five  cents  for  each  vote  cast  at  the 
last  preceding  general  election  for  the  nominee  of  the  party  for 
governor.  The  state  chairman  was  to  turn  over  to  the  county 
chairman  sums  equal  to  twelve  and  one-half  cents  for  each  such 
party  vote  within  the  county.  Candidates  for  office  could  turn 
over  to  the  committees  in  charge  of  the  campaign  in  their  districts 
an  amount  equal  to  40  per  cent  of  the  first  year's  salary  of  the 
office  or  if  the  salary  were  paid  by  fees  an  amount  equal  to  25  per 
cent  of  the  fees  collected  in  the  office  in  the  preceding  year.  After 
the  election  the  various  chairmen  were  to  report  the  amount  and 
purposes  of  all  expenditure. 

At  first  sight  this  looks  like  a  logical  extention  of  the  process 
of  legalization  through  which  parties  have  been  going  for  now  well 
'  Session  Laws  of  Colorado,  1909,  p.  303,  Ch.  141. 
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over  a  generation.  Primaries  are  regulated,  the  rent  of  the  places 
where  the  voting  occurs  is  paid  by  the  public,  the  officers  of  election 
are  paid  by  the  state,  the  ballots  are  printed  at*  state  cost  and  as 
indicated  above  in  some  states  the  cost  of  circularizing  the  electorate 
is  borne  at  least  in  part  by  the  public  treasury.  The  payment  of 
the  rent  of  halls  in  which  the  campaign  meeting?  are  to  be  held, 
payment  for  party  watchers  and  nnular  expenses  seem  a  logical 
extension  of  the  same  development. 

There  seems  to  be  good  reason  to  believe  that  a  carefully 
drafted  measure  might  accomplish  at  least  part  of  the  purpose 
aimed  at  in  the  Colorado  act,  which  in  fact  was  never  allowed  to 
control  an  election.    The  state  Supreme  Court  took  ori^nal  juris- 
diction in  the  unreported  case  of  Jesse  McDonald  v.  W.  J.  Oalligan 
and  declared  the  act  unconstitutional.     No  opinion  was  rendered 
in  the  case.*    What  imperfections  the  court  found  in  the  law  it  is, 
of  course,  impossible  to  state.     Even  if  the  act  were  upheld  it  is 
evident  that  a  distribution  of  funds  on  the  basis  of  the  vote  cast 
at  the  previous  general  election  may  not  give  the  support  to  parties 
in  proportion  to  their  strength  at  the  election  about  to  occur. 
Further  the  law  would  act  as  a  discouragement  to  new  parties  and 
independent  candidacies.     It  might  lead  to  a  stereotyping  of  polit- 
ical action  where  free  association  and  flexibility  are  most  to  be 
desired. 

The  review  of  the  methods  proposed  and  tried  to  put  the 
parties  in  a  position  where  they  can  feel  that  the  asset  of  patronage 
is  less  essential  than  at  present  does  not  leave  us  hopeful  for  rapid 
and  general  elimination  of  the  spoils  system.  The  fact  that  we 
are  accustomed  to  political  distribution  of  offices  would  of  itself 
make  progress  in  such  matters  difficult,  for  except  under  unusual 
circumstances  political  habits  change  but  slowly.  More  important 
probably  is  the  feeling  on  the  part  of  the  political  leaders  that  they 
cannot  get  along  without  the  patronage  until  an  equivalent  asset 
is  developed.  This  feeling  is  especially  strong  in  the  case  of  the 
federal  government.  In  the  states  and  municipalities  there  is 
room  for  greater  advance  without  interferring  with  resources  al- 
leged to  be  necessary  to  the  party.  Here  in  the  smaller  units  the 
patronage  may  probably  with  greater  force  be  asserted  to  be  more 

•  Letter  from  R.  £.  C.  Kerwin,  AasiBtaiit  Attomey  Qenend  of  Colorado, 
November  26, 1915. 
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a  prize  for  skillful  party  organization  than  a  means  of  sustaining 
party  action.  That  power  exercised  through  the  patronage  is,  in 
these  smaller  units,  greater  than  is  necessary  to  healthy  party  life 
— granting  that  under  present  circumstances  the  elimination  of  the 
spoils  system  entirely  is  impracticable — seems  to  be  demonstrated 
by  the  experience  of  the  states  with  the  better  civil  service  laws. 
It  is  here,  therefore,  that  the  greatest  advance  in  civil  service  reform 
may  be  accomplished  in  the  near  future,  an  advance  which  waits 
only  for  the  development  of  an  aroused  public  opinion  which  will 
make  the  demand. 
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INCREASED  EFFICIENCY  AS  A  RESULT  OF  INCREASED 
GOVERNMENTAL  FUNCTIONS 

By  Ralph  E.  Gborob, 
Department  of  Economics  and  Business,  Whitman  College,  Walla  Walfa,  TTasb. 

EflScient  administration  of  public  affairs  is  dependent  upon 
three  factors:  first,  popular  demand  for  efficiency;  second,  employ- 
ment  of  trained   managers,   and  third,   responsibility  of  public 
officials  to  the  voters.     Of  these  three,  the  public  demand  for 
efficient  administration  is  fundamental.     The  average  man,  whether 
the  employee  of  public  or  private  concerns,  feels  slight  desire  to 
secure  maximum  efficiency  when  his  employers  do  not  demand  it. 
On  the  other  hand,  if  hb  employers  require  him  to  prepare  \u8  work 
efficiently,  he  will  do  so.     The  usual  office  holder  doea  what  he 
has  to  do  and  little  more.    In  order,  therefore,  to  secure  in  public 
affairs  economical  management  of  the  kind  which  gives  a  dollar's 
worth  in  goods  or  service  for  every  dollar  spent,  the  employers  must 
want  efficiency.    Since  the  voice  of  public  opinion  rules  America, 
popular  sentiment,  expressed  through  elections,  must  call  for  able 
and  economical  management  if  the  public's  business  is  to  be  well 
done. 

Nevertheless,  public  demand  will  fail  to  secure  the  desired 
effectiveness  in  government  management  unless  competent  methods 
of  administration  are  used.  In  modem  business,  the  whole  machin- 
ery of  scientific  management  has  been  built  upon  two  principles: 
first,  the  ablest  managers  must  be  trained  and  employed;  and 
second,  these  managers  must  be  strictly  responsible  to  their  employ- 
ers. The  adoption  of  these  principles  is  as  essential  to  the  success 
of  public  undertakings  as  to  that  of  private  enterprises.  If  the 
people  expect  to  secure  good  management,  they  must  employ  good 
managers  who  have  been  rendered  expert  by  long  and  rigorous 
training.  The  most  eager  popular  desire  for  efficient  public  ad- 
ministration will  fail  to  secure  the  fulfillment  of  its  wishes  unless 
the  ablest  men  attainable  are  directing  the  public  business. 

Even  the  employment  of  able  managers,  however,  will  be  in- 
sufficient if  the  public  cannot  hold  its  employees  strictly  TeBpona\Ae 
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for  every  act.  The  operation  of  scientific  management  in  corporate 
afiFairs  has  clearly  shown  that  the  best  results  are  obtained  from 
the  strict  responsibility  of  all  officials  to  their  superiors.  Criticism 
from  superiors  has  proved  a  salutary  spur  to  greater  effid^icy. 
Unless  public  employees  are  subject  to  similar  responsibility;  unless 
they  are  rigidly  accountable  for  their  actions  to  the  public,  the 
management  will  not  attain  the  highest  efficiency.  Such,  then,  are 
the  essentials  of  efficiency  in  government  administration:  first, 
an  intelligent  popular  demand  for  efficiency;  second,  the  employ- 
ment of  trained,  able  managers;  and,  third,  responsibility  of  the 
managers  to  the  people.  But  in  the  past  these  essentials  have  been 
sadly  lacking.  It  is  not  surprising  that  the  people  were  not  inter- 
ested in  efficiency,  for  they  were  absorbed  in  the  attainment  of 
honest  government.  In  the  cities,  the  states,  and  the  federal 
government,  rogues  and  corrupters  seemed  onmipotent.  The 
period  from  the  end  of  the  Civil  War  to  the  opening  of  the  twentieth 
century  displayed  alarming  bankruptcy  in  the  national  morals. 
The  first  centennial  of  the  United  States  was  celebrated  in  the 
midst  of  startling  disclosures  of  corruption,  defalcation,  and  perjured 
trust  in  local  and  national  governments.  The  Tweed  ring,  whiskey 
frauds,  credit  mobilier,  Nebraska  frauds,  and  many  other  instances 
of  corruption  indicated  the  general  demoralization.^  To  conquer 
this  canker  the  people  bent  their  energies,  striving  to  enforce  the 
adoption  by  public  servants  of  higher  moral  standards.  The 
election  of  honest  men  was  the  desired  achievement  and  the  day 
is  not  long  past  when  the  prefix  "honest"  would  elect  men  to  office. 
The  prevention  of  corruption,  not  the  establishment  of  economical 
management,  has  been  the  great  task  confronting  the  American 
people. 

It  is  also  to  be  noted  that,  had  the  voter  been  interested  in 
efficiency,  his  lack  of  knowledge  concerning  the  business  of  the 
state  would  have  rendered  his  desire  ineffective.  Criticism  of 
the  administration,  the  only  way  whereby  the  voter  can  enforce 
efficiency,  requires  thorough  knowledge  of  what  the  government 
is  doing  and  of  what  constitutes  efficiency.  With  regard  to  the 
voter's  ignorance  of  these  matters  the  National  Tax  Association's 
Committee  on  expenditure  says: 

*  Vide  Dunning,  ReconitrucHon,  Political  and  Economic,  chapters  13, 14. 
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The  electorate  must  pass  judgment  upon  the  work  which  its  servants  do. 
It  does  not  have  this  knowledge,  the  legislature  does  not  have  it.  Electors  vote 
and  the  legislature  passes  appropriation  bills  without  authentic  facte  before  them. 
Ignorance  of  pubUc  work,  ite  difficulties,  its  eflfects,  and  its  cost;  and  indifiFerence— 
the  product  of  ignorance — are  probably  the  most  fundamental  causes  of  ineffi- 
ciency in  public  service.* 

Unable  to  secure  (from  the  reports  oi  public  officials)  any  valua- 
ble information  as  to  where  the  money  went,  the  inqmring  voter  has 
been  further  handicapped  by  the  lack  of  definite  Btandards  of 
efficiency  with  the  result  that  the  better  class  of  voters  has  been 
absolutely  unable  to  submit  the  administration  to  the  test  of 
criticism.  If  the  better  educated  citizens  were  helpless,  conditions 
were  much  worse  in  the  case  of  the  majority  of  the  electorate. 
The  combined  influence  of  insufficient  knowledge  added  to  the 
distraction  resulting  from  widespread  corruption  rendered  the 
people  helpless  and  uninterested  in  the  effort  to  secure  greater 
efficiency. 

It  is  natural  that  the  general  failure  of  the  public  to  demand 
efficiency  was  accompanied  by  defective  methods  of  administration. 
The  expert  essential  to  efficient  administration  was  almost  unknown 
in  public  life.     He  has  been  opposed  by  the  spirit  of  localism  in 
America  which  would  forbid  the  employment  of  the  outsider.    So 
marked  has  been  this  spirit  that  recently,  in  the  city  of  Philadelphia, 
the  grand  jury  criticised  the  administration  for  employing  capable 
men  not  residents  of  the  city.*    To  the  support  of  this  attitude 
has  come  the  political  organization,  interested  in  maintaining  its 
po^ex  \)MVVt  Mpon  the  pft  of   offices,  and  recogniring  that  the 
emp\oyment  o!  experts  would  not  only  displace  political  appointees, 
but  would,  by  eliminating  sinecures,  make  those  politicians  still 
in   the  public  service   perform  satisfactory   work.     Against   the 
politician  the  expert  has  made  little  progress.     Furthermore,  out  of 
this  discouraging  condition  has   come   another    handicap.     The 
unpromising  future  of  the  expert  in  government  work  has  deterred 
.    many  from  preparing  themselves  for  such  service,  with  the  result 
that  the  limited  supply  of  trained  public  servants  has  precluded  any 
widespread  employment  of  experts. 

It  is  not  only  by  the  faUrnre  to  employ  experts  that  efficient 
«  Vide  Eighth  mtion&l  Tax  Conference,  p.  367  flf . 

'  Vide  Clyde  ^' ^&  "The  Appointment  and  Selection  of  Government 
Experta, "  in  Nalional  Municipal  Review,  Vol.  Ill,  p.  304. 
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administration  is  hindered.  The  principle  that  responsibility  of 
employees  to  employers  is  essential  to  good  management  has  been 
continually  forgotten.  If  public  officers  are  to  be  held  responsible 
to  the  public  for  their  administration,  they  must  have  the  power 
to  direct  their  work.  But  under  the  American  system,  no  official 
has  had  sufficient  power.  The  National  Tax  Association's  Com- 
mittees says: 

a  fundamental  defect  is  found  in  the  diffusion  of  power  and  responstbilicy.  The 
people  elect  a  legislature  to  cany  out  their  will  and  then  ordinarily  split  it  into 
two  parts  in  order  that  the  one  may  check  the  other.  Executive  officers  are 
then  also  elected,  taking  their  mandate  from  the  people  to  check  and  to  be  checked 
by  the  legislative  houses.  Above  all  the  courts  and  a  constitution  often  operate 
to  further  check  the  others.  This  is  government  for  impotence,  not  for  results. 
— If  the  people  want  little  done  and  that  little  done  in  an  expensive  way,  we  have 
developed  a  marvelously  effective  way  of  satisfying  the  people's  desires. 

Diffusion  of  responsibility  is  to  be  foimd  throughout  our  system. 
Disimity  of  control  prevents  concentration  of  authority  and  re- 
sponsibility. In  Minnesota  there  are  about  seventy-five  separate 
heads  of  administration.*  In  New  York  state  over  one  hundred 
fifty  were  counted.*  Conflicting  jurisdictions  and  unnecessary 
directors  have  sapped  the  power  of  officials  and  made  impossible 
the  enforcement  of  responsibility  of  public  managers  to  the  people.* 
In  the  past,  then,  these  three  factors — ignorance  and  in- 
difference of  the  people;  failure  to  employ  experts;  and  an  organiza- 
tion imder  which  responsibility  could  not  be  enforced — have 
resulted  in  costly  inefficiency.  With  such  conditions  prevailing, 
the  functions  and  resulting  costs  of  the  government  have  been 
rapidly  growing.  The  cost  of  the  national  government  has  in- 
creased over  60  per  cent  in  ten  years.  ^  The  states  have  in  the 
same  time  increased  their  expenditures  nearly  100  per  cent.'  The 
cities  spent  45  per  cent  more  in  1913  than  in  1902.*  This  marked 
increase  in  the  cost  of  government  finally  started  the  movement 

.   *  Vide  Preliminary  Report  of  the  Efficiency  and  Economy  Commission  of  Minne- 
sota, 

•  Vide  Municipal  Research,  June,  1915. 

•  Vide  Morris  L.  Cooke,  "Scientific  Management  of  the  Public  Business/' 
in  American  Political  Science  Review,  Vol.  IX,  p.  488. 

'  Vide  United  States  Census,  Wealth  Debt,  and  Taxation,  Vol.  II,  p.  33. 

•  Vide  supra,  Vol.  U,  pp.  34-36. 

•  Vide  Ralph  £.  George,  "Rapid  Increase  in  Municipal  Expenditures/'  in 
National  Municipal  Review,  Vol.  IV,  p.  611. 
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which  is  now  radically  attacking  the  ineflBciency  of  government. 
Criticism  of  the  inefficiency  of  American  administration  had  for  a 
long  time  been  expressed  by  prominent  publicists  such  as  President 
Wilson  and  President  Lowell  of  Harvard.  Yet  this  criticism  failed 
to  take  effect  until  the  enlarged  cost  of  government  jolted  the 
American  public  into  a  partial  realization  of  the  insecure  foundation 
upon  which  our  administration  is  foimded.*® 

Of  the  various  public  forces  aroused  by  this  high  cost  of  govern- 
ment the   most  important   is  undoubtedly  the   taxpayer.     The 
self  interest  of  the  property  owner,  stirred  by  the  ever  increasing 
taxes  and  by  the  fear  of  worse  to  come,  has  been  exerting  itself  to 
secure  greater  efficiency  as  a  method  of  preventing  fiuther  increases 
in  the  tax  burden.     Chambers  of  commerce  and  other  business 
men's  bodies  have  appointed  committees  on  taxation  and  expen- 
ditures to  secure  remedies  for  the  present  situation.     In  the  city 
of  Spokane,  the  committee  of  the  chamber  met  almost  daily  this 
last  fall  with  the  city  council  for  an  examination  of  the  budget. 
Under  the  stimulating  criticism  of  these  representatives  of  the  citys 
business  men,  the  officials  found  themselves  forced  to  show  where 
and  why  each  dollar  was  spent.     Not  only  did  the  city  fathers 
recognize  more  clearly  their  obligations  as  a  result  of  such  sessions, 
but  the  business  men  were  better  qualified  to  demand  and  to 
recognize    efficiency,  and  through  these  few  representatives  the 
whole  body  of  business  men  in  the  city  was  educated.    The  experi- 
ence of  Spokane  could  be  duplicated  in  many  another  city  of  the 
United  States.     In  the  states,  also,  chambers  of  commerce  are  doing 
excellent  work.     Elspecially  evident  is  the  case  of  such  organiza- 
tions as  the  Ohio  Chamber.     The  business  men  have  not  stopped, 
however,  with  their  own  organizations.     Strong  taxpayers'  associa- 
tions have  been  organized  in  many  states  for  the  purpose  of  study* 
ing  the  organization  and  costs  of  government,  disseminating  the 
information  secured,  and  directing  a  campaign  iox  admimfi^xatVv^ 
efficiency.     In  the  state  of  Washington,  numexouB  \oca\  ta-xpayerrf 
associations  have  been  organized  and  federated  into  a  state  league. 
Several  of  these  local  organizations  have  mustered  sufficient  strength 
to  force  a  reduction  of  the  tax  rate  and  on  certain  occasions  have 
even  defeated  proposed  bond  issues.     At  the  recent  meeting  of  tb© 

»<>  Vide  Frederick  A.  Qeveland,  "Evolution  of  the  Budget  Idea  in  the  United 
States,"  in  The  Annals  of  the  American  Academy,  November,  1916,  p.  15. 
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National  Tax  Association,  furthermore,  several  state  taxpayers' 
organizations  were  represented  by  their  officers. 

But  the  commercial  opponents  of  high  taxation  have  found 
themselves  unable  to  secure  sufficient  information  of  what  the 
government  services  cost  and  what  the  same  services  efficiently 
performed  should  cost.  To  satisfy  this  want,  prominent  property 
owners  have  met  the  expenses  of  organization  and  maintenance  of 
the  modern  bureaus  of  research.  The  first  biureau  in  this  field, 
that  of  New  York,  has  proved  invaluable  in  the  campaign  for 
greater  efficiency.  The  taxpayers  of  New  York  and  other  cities 
have  been  given  a  liberal  education  in  mimicipal  finance  by  this 
bureau.  The  success  of  the  New  York  Bureau  has  resulted  in  the 
establishment  of  over  a  dozen  similar  research  bureaus  by  business 
men  of  the  cities  and  the  number  is  constantly  increasing.  Recently 
the  manager  of  the  Chamber  of  Commerce  of  Portland  recommended 
that  its  members  establish  such  a  bureau  for  the  purpose  of  securing 
greater  efficiency  in  city  government.  The  movement  is  extending 
even  into  the  states,  where  similar  organizations  are  now  being 
established  at  the  demand  of  the  taxpayers.  The  recommenda- 
tions of  the  bureaus,  moreover,  are  given  cordial  support  by  the 
taxpayer.  The  dissemination  of  information  and  the  campaign 
for  greater  efficiency  are  strongly  waged  by  the  taxpayers.  Out  of 
this  support  has  come  the  municipal  budget  exhibit,  designed  to 
popularize  knowledge  of  government,  its  costs,  results  and  needs. 
This  last  fall  the  expenses  of  a  budget  exhibit  tdr  the  city  of  Spokane, 
attended  by  over  one-third  of  the  voting  population,  were  paid  by 
the  Chamber  of  Commerce.  At  the  present  time  the  president  of  the 
National  Chamber  of  Commerce  is  directing  a  nation-wide  fight 
for  the  adoption  of  a  budget  by  the  federal  government  and  for  the 
introduction  of  greater  efficiency  into  the  federal  administration. 
The  increased  cost  of  the  various  organizations  of  government,  then, 
has  aroused  the  business  men  to  fight  for  greater  efficiency,  using 
for  this  purpose  their  old  organizations,  taxpayers'  associations 
and  bureaus  of  research,  and  endeavoring  thereby  to  secure  the 
widest  possible  education  of  the  voters  on  all  matters  pertaining  to 
finance  and  administrative  efficiency. 

Part  and  parcel  of  this  same  movement  of  taxpayers  is  the 
fight  being  waged  by  the  large  corporations.  Officers  of  the 
railroads,  especially,  facing  the  difficulty  of  paying  dividends  at  a 
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time  when  taxes  are  taking  an  ever  larger  proportion  of  the  revenues, 
are,  in  desperation,  striving  to   arouse    their  stockholders  to  a 
realization  of  what  increasing  taxes  mean  to  them  in  the  form  of 
lessened  income.     But  even  more  important  than  the  appeal  to 
investors  is  the  interest  aroused  among  shippers  by  the  demand 
of  the  railroads  for  higher  rates  to  pay  the  increased  taxes.     In  the 
recent  appeals  of  the  railroads  for  higher  rates  (to  the  Interstate 
Commerce    Commission),   the   argument   was   advanced    by   the 
companies  that  they  were  entitled  to  Mgher  rates  because  taxes 
among  other  expenses  had  prevented  their  earm'ng  a  fair  retiu*n 
upon  their  investment.     This   argument  has   brought   home  to 
many  shippers  in  a  new  form  the  cost  of  government  and  has 
greatly  increased  their  interest  in  the  efficiency  of  government. 

This  opposition  to  higher  taxes  on  the  part  of  the  property 
owner  has,  moreover,  placed  the  public  official  in  a  difficult  situation. 
On  the  one  hand  the  citizens  are  demafiding  more  service,  while 
on  the  other  taxpayers  demand  lower  taxes.  Both  sets  of  demands 
must  be  satisfied,  in  part,  at  least,  if  the  official  is  to  hold  his  position. 
But  the  only  way  in  which  both  of  these  conflicting  desires  can  be 
gratified  is  by  greater  efficiency  on  the  part  of  the  office  holder. 
The  treJEistirer  of  a  large  coimty  remarked  recently  thieit  his  office 
was  doing  more  work  than  ever  before  and  at  the  same  cost.  In. 
his  words,  "they  had  to,  if  they  wanted  a  job."  The  screws  have 
been  turned  on  the  office  holder  by  taxpayers  and  consumers  of  the 
public  service. 

By  these  various  methods  the  taxpayer  is  making  himself 
heard.    Indirectly,    moreover,    another   force    has  been  focused 
upo9   the   efficiency  problem.    The  increasing  taxes  caused  so 
many  administrative  problems  that  in   1907   the  National  Tax 
Association  was  organized  to  seek  solutions  for  the  many  pressing 
questions  in  taxation.     Naturally  the  tendency  was  for  this  organi- 
zation, composed  of  tax  officials  and  students  of  taxation,  to  become 
interested  in  the  cause  of  high  taxes.     While  the  apsociation  vro» 
organized  primarily  for  the  purpose  of  securing  the  better  admuMS* 
tration  of  tax  laws,  this  by-product,  publicity  and  discussion  of 
expenditures  and  public  efficiency,  has  been  attracting  more  and 
more  attention  in  recent  meetings.     A  committee  on  expenditures 
whose  report  has  already  been  quoted,  is  directing  attention  to 
many  of  the  causes  of  present  inefficiency  in  thb  public  service. 
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There  are  being  organized,  furthermore,  state  tax  associations, 
seven  of  which  are  now  in  existence,  and  ail  of  which  are  endeavor- 
ing to  spread  greater  information  concerning  the  cost  of  govern- 
ment. 

Further  consideration  of  this  movement  shows  that  the  in- 
creasing cost  of  government  has  aroused  influences  other  than 
those  primarily  interested  in  taxes.  The  mere  increase  in  size 
of  public  activities  has  attained  widespread  attention.  In  no 
class  has  this  attention  been  more  prominent  than  among  college 
educators.  College  and  university  professors  are  devoting  much 
time  and  effort  to  discovering  the  causes  of  the  rapid  increase 
in  the  cost  of  government.  In  the  endeavor  to.  ascertain  the 
remedies  for  increasing  taxes  they  have  repeatedly  called  attention 
to  the  need  for  eflBciency.  The  extension  work  of  modern  educa- 
tional institutions  has  made  possible  the  wide  dissemination  of 
knowledge  on  the  subject  of  public  finance.  The  old  apathy  and 
ignorance  of  the  voter  are  thus  being  attacked  from  another  quarter. 

More  important,  however,  than  the  extension  work  on  this 
subject,  is  the  class  room  study.  Where  twenty  years  ago  public 
finance  and  administration  was  seldom  taught  except  in  connection 
with  many  diverse  topics,  today  this  subject  is  a  standard  course 
in  the  great  majority  of  higher  educational  institutions.  The 
leaders  of  the  future,  so  far  as  they  are  college  men,  are  being 
grounded  in  the  essentials  of  good  and  eflicient  government.  This 
form  of  education,  moreover,  is  in  part  superior  to  that  maintained 
by  the  taxpayer,  since  the  latter  cannot  do  more  than  point  out 
faults  in  present  administration.  The  campaign  of  the  taxpayer, 
desirable  though  it  may  be,  fails  to  develop  public  knowledge  upon 
which  the  construction  of  a  more  eflScient  administration  may  be 
based.  The  college  and  the  university,  in  these  da3r8  of  popular 
education,  are  able  to  prepare  this  foundation.  The  marked 
increase  in  governmental  activities,  then,  by  attracting  the  atten- 
tion and  study  of  the  college,  has  resulted  in  a  wide  and  more 
thorough  education  in  the  causes  and  needs  for  administrative 
efliciency. 

The  increase  in  public  functions,  furthermore,  has  inspired 
the  criticism  of  administrative  efficiency  by  persons  interested 
in  one  or  more  of  the  new  functions.  The  new  activities  deal 
with  such  diverse  questions  as  land  conservation,  game  protection, 
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mlnrof  ITr^H '*'*'^'  P™*«*^io°  of  women  and  children,  and  develop- 
S^ovlr^  ?!^'\  ^*  '^*"^*^  ^  '^^t^d  *h»*'  ^^0^  this  extension 
broSX^*"*  *^  P'*'"'  *^«  *^"«««  of  Public  officials  seldom 
T^ernl^T^  """^  **'"'^  ^*^  *h«  P'^blic.  Under  the  present 
f^tiSr^tKt'  ^°'"*^«''  ramifying  into  practicaUy  every  field  of 
^w  f^o^t  '^T  *°^  *^"  °®''^^  ^^^  ^  «^«««  to^^l*-  Fo'  every 
StLl?  °*^^«  "^^^  *l'^^*io'^«  i^  ^Wch  l«Ee  numbers  of 
ttn      TT      interested,  there  is  greater  criticism  of  the  administra- 

vavers^TTT  '^  **P*  ^  ^^^  preparation  of  govermnent 
^Z  Ste^IJS^^  ''^u*'*^^  ^y  *^«  "practical"  man.  Labor 
XScT^  S^  ""  ^^^  ^orcement  of  labor  laws  insist  upon 
eSl^H  -^     TIT-.  ^^^  ^^«"'  <*rg««^ation8  of  one  state 

cttv^lrtJ^l  ^***''^"^,«««-  The  woman's  club  of  one  western 
tion  Tty.1  °^°I*°^«»*  ^o'  '"O'e  efficiency  in  the  penal  administra- 
^Bhle^li^T?  «***«V"ticism  of  the  federal  government's 
^™  of  ^r^*r?°°  ""^  *^"  P"^"«  ^^""^  »  rampant.  The 
Thf  rfole^!  iiin^  ^X^l  ''''^  ^  **^«  Northwest  were  enraged  by 
re^rt  Te^SinT^  7^f  *  P"^'^''  ^^^^t^  commission  m,^e  ite 
SS^de^^ot^i  J"^  '"^-  ^°  *^«^  °^y  '^^yB.  the  newly 
«o^  nf  gj^^ernment  arouses  to  greater  interest  formerly  dormant 

S^ter  LToT-  .Tr  *»»«  i^^'-^e^^e  -  PubUc  functions  is  due  a 
nr^n^^'        °     *"*   ^^^  *'*°*^  **»«  taxpayer,  alarmed  at  the 

iovemZT*      i  P*'^^"^*'  functions,  interested  primarily  in  good 

f  ZS;  deranH?'^'"*.^^*"^*^*^*^'^'  *^»^«  ^o-bined  t^  develop 

W^  I,  i  ^*''  P"**"**  administrative  efficiency, 

here    l?Th!L^^  "'^*''^'  °^  administration  is  less  easy.    Yet 

buflinesH  iiS^K  ^"^  *''®  ^^*®''  complexity  of  governmental 

n^^^^  1     "^'^  *^'^"*'  *^«*  Of  th«  ''e^  f'^^otions  make 
bv^ttS^n^Km*    r  ^.*^  ^^'^  employment  of  the  expert.    Forced 

hL^d^ut  an  I'^r^'^t  ^"^^  ^^  ^°*'  *^«  Po««^»l  »PPoi^tee 
p^h^^S  ""t^^'J?  *^».«.f«»ctio''ally  trained  man  to  enler  the 
c^LT2tL  ^'•*^^^  °'  ^^'^  York  and  Philadelphia  tWs 
^fof  thTl^n  "^"^  noticeable.  But  it  is  more  complete  in 
^  Lu^rSl  commission  governed  cities.  Here  the  bKght- 
uig  influence  of  locabsm  is  being  more  rapidly  overcome.    In  Uxe 
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highway,  water,  and  health  departments  the  service  in  some  of 
these  cities  has  been  entrusted  almost  in  entirety  to  technical  men. 
Even  an  auditor  was  imported  by  Spokane  from  an  accounting  firm 
of  Chicago.  City  managers,  where  this  form  of  government  exists, 
are  chosen  from  a  wide  field.  Not  only  the  city  but  the  state  is 
beginning  to  depend  upon  trained  men.  College  professors  have 
been  called  upon  by  all  the  larger  states  to  assist  or  direct  technical 
departments*  In  few  states  would  the  old  type  of  politician  dare  to 
distribute  to  his  followers  responsible  technical  positions  according 
to  former  fashions.  This  tendency  to  employ  the  expert,  moreover, 
is,  through  widening  the  field  for  employment  in  public  service, 
attracting  to  the  government  a  better  class  of  employees.  To 
meet  the  demand  of  these  men  for  preparation,  universities  are 
giving  special  courses  and  new  schools  are  being  established. 
College  students  are  trained  for  the  consular  service,  direction 
of  state  charities,  municipal  administration,  and  other  branches 
of  government  service.  It  is  evident  that  the  increased  functions 
of  government,  by  making  administration  more  diflScult,  have 
contributed  to  a  wider  use  of  experts  and  consequent  increase  in  the 
number  of  men  trained  for  such  work. 

Nor  is  this  the  only  change  in  methods  resulting  from  widening 
public  activities.  The  framework  of  government  is  being  changed 
in  order  that  public  officials  may  be  held  responsible  by  the  voters. 
The  commission  form  of  government,  adopted  by  some  sixty 
cities,  and  the  city  manager  form,  in  use  in  twenty-five  cities,  are 
both  of  the  determination  to  enforce  responsibility."  The  elimina- 
tion of  the  party  ballot  in  local  elections,  accomplished  in  many 
states,  is  another  step  toward  the  enforcement  of  individual  respon- 
sibility of  public  officials.  The  rapid  introduction  of  these  changes 
is  due  in  large  part  to  the  greater  popular  sentiment  for  adminis- 
trative efficiency. 

The  old  scheme  of  government,  furthermore,  is  breaking 
down  under  the  new  burdens.  Bryce,  writing  in  1896,  expressed 
his  opinion  that  the  old  system  "rubbed  along  because  it  had 
little  to  do."  Now  it  has  much  to  do.  The  result  is  friction  at 
all  points,  inability  to  accomplish  work  efficiently,  and  general 
demoralization  of  the  government  service.    So  marked  has  this 

"  Vide  Richard  S.  Childs,  ''How  the  Commission  Manager  Plan  is  Getting 
Mongf'*  in  N<Uiorud  Municipal  Reuiew,  Vol.  TV,  p,Z7l. 
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hindrance  to  efficiency  become,  that  even  public  officers  are  endeavor- 
ing to  secure   more  concentration  of  power  and  responsibility. 
Governor  Johnson  of  California,  on  taking  office  finding  himself 
unable  to  discover  what  the  state  was  doing,  brought  about  the 
creation  of  a  State  Board  of  Control  having  absolute  control  over 
the  expenditures  of  the  appropriations  made  for  the  state  depart- 
ments and  institutions.     In  this  way  not  only  was  concentration  of 
control  secured,  but  a  real  state  budget,  essential  to  the  enforce- 
ment of  responsibility,  was  obtained.    Somewhat  similar  legislation 
has  been  enacted  in  other  states,  notably  Ohio  and  Illinois."    The 
growth  of  the  government  business  is  forcing  a  change  in  the 
organization  in  order  that  executives  may  know  what  they  are 
doing  and  the  people  may  be  able  to  fix  the  responsibility  for  good 
and  bad  acts. 

Such  have  been  the  results  of  the  increased  fimctions  of  govern- 
ment. The  old  conditions,  always  causing  inefficiency,  were 
disclosed  by  the  increased  size  of  operations.  So  long  as  the 
government  business  was  a  small  scale  industry,  so  long  as  it  did  not 
cost  the  taxpayer  large  sums  of  money  to  operate,  so  long  as  it  did 
not  come  in  close  touch  with  the  average  citizen,  it  did  not  attract 
attention.  The  people  were  not  impressed  with  the  importance 
of  efficiency  in  government.  Where  they  were  ignorant  they  were 
ofttimes  indifferent.  But  the  change  in  the  size  of  the  govern- 
ment's activities  has  set  in  motion  forces  which  are  rudely  shocking 
the  indifferent  citizen.  The  dissatisfaction  of  the  taxpayer,  includ- 
ing the  large  corporations,  has  been  manifested  in  a  campaign  of 
education  on  public  administration  and  efficiency;  the  interest  of 
the  college  aroused  by  the  spectacle  of  so  big  a  public  enterprise  has 
resulted  in  collegiate  study  of  these  problems;  the  desire  of  classes 
interested  in  some  particular  function  to  secure  satisfactory  results, 
has  broken  down  much  of  the  old  indifference.  In  place  of  popular 
carelessness,  is  coming  an  intense  public  demand  for  efficiency. 
And  the  same  influence  is  changing  the  old  methods  of  operation 
through  the  introduction  of  experts  and  through  the  reorganization 
of  government  to  secure  greater  responsibility. 

But  these  changes  do  not  come  in  a  day.    T\ie  u^^  ol  t\ie 
gods   grind  exceeding  slow.     The  change  of  popular  opinion  is 
a  slow  and  tedious  process,  the  results  of  which  do  not  always 
tt  Vide  The  Annals  of  the  American  Academy,  November,  1915,  Part  II. 
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appear  clear.  The  effects  outlined  of  increased  functions  are 
making  themselves  most  visible  in  the  cities  where  taxes  are  higher, 
government  more  closely  in  touch  with  the  people,  and  the  demand 
of  the  public  for  service  more  emphatic  than  in  the  state  or  national 
governments.  The  same  forces,  however,  are  gradually  extending 
to  the  larger,  more  remote  governments.  Through  these  iniSuences 
the  desires  of  the  people  are  being  moulded  and  finally  in  the 
intelligent  desires  of  the  people  lies  the  hope  of  a  greater  administra- 
tive eflBciency. 
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SOME  EFFICIENCY  METHODS  OF  CITY  ADMINISTRA- 

TION 

By  John  Alu>c^b  Dttoawat, 
Univeraity  of  Pennsylvania. 

In  some  quarters  such  a  title  as  the  one  this  paper  carries  will 
be  considered  inapt  and  misleading.     Some  people  assmne  that 
efficiency  and  city  administration  are  as  far  apart  as  the  poles. 
Much  has  been  said  and  written  about  the  inefficiency  in  city  affiairs. 
Along  with  this  goes  an  assumption  that  there  are  methods  of 
efficiency  open  to  the  manager  of  private  business  that  must  for- 
ever remain  a  closed  book  to  the  city  administrator;  in  short  that 
a  man  placed  in  charge  of  a  private  enterprise  would  be  efficient, 
while  the  same  man  placed  in  charge  of  a  similar  business  operated 
by  the  city  would  be  inefficient.     Perhaps  these  two  complementary 
assumptions  explain  in   part  the  widespread  fear  manifested  at 
every  extension  of  the  city's  activity,  which  fear  for  some  reason  or 
other  is  always  more  acute  in  connection  with  the  city's  operation 
of  profit  making  or  income  bearing  projects.    If  these  two  assump- 
tions are  true,  then  it  is  indeed  a  sad  day  for  us,  since  the  city  already 
conducts  an  enormous  business,  whose  extent  and  scope  show  no 
signs  of  decreasing. 

However,  there  is  a  growing  disposition  to  question  these  two 
aaawmptionB.  Yirat  oi  all  there  is  at  least  a  suspicion  that  privately 
conducted  business  is  not  100  per  cent  efficient.  These  assump- 
tions grow  into  specific  charges,  quoted  freely  in  the  current  press, 
as  having  come  from  the  Secretary  of  Conunerce;  they  come  to 
light  in  suits  against  public  utility  companies  ^  and  in  studies  of 
unemployment,  and  other  studies  of  industrial  conditions.* 

It  is  the  purpose  of  this  paper  to  describe  a  few  methods  ab-eady 
in  use  in  the  city  government  of  Philadelphia  which,  in  results 
accomplished,  point  toward  efficiency.  They  are  significant  in 
that  they  indicate  the  possibility  of  the  city  administrator's  bringing 
to  his  aid  such  methods  of  management  as  are  f oimd  useful  in  the 
'  Cooke  etalv.  Phila.  Electric  Co,  Pub,  Ledger  (Phila.),  Dec.  27,  1916. 
'Report  an  Umnployment  in  Philadelphia,  1916,  by  Joseph  WiUita. 
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industrial  world  in  solving  similar  problems,  and  that  there  is  no 
natural  antagonism  between  efficiency  and  city  administration. 
Now  to  the  writer  efficiency  is,  at  most,  a  relative  term.  It  involves 
the  setting  up  of  definite  standards  by  which  progress  can  be  meas- 
ured. One  valuable  comparison  in  this  connection  would  be  that 
of  methods  employed  in  city  administration  with  those  of  privately 
conducted  business.  Limitations  of  time  and  space  prevent  such 
a  comparison  at  this  time.  This  paper  will  be  confined  to  methods 
employed  in  dty  administration,  and  by  contrasting  the  past  with 
the  present,  it  is  hoped  a  measure  of  progress  may  be  presented. 

1.    Concerning  the  Adjustment  of  BiUs  Against  the  City 

Anything  that  cuts  the  red  tape,  and  insures  the  speedy  and 
satisfactory  pa3rment  of  bills  contractors  and  tradespeople  have 
against  the  city,  increases  the  niunber  of  bidders  upon  city  contracts 
and  supplies,  and  thereby  increases  the  city's  chance  of  securing  a 
more  favorable  price  on  such  contracts  and  supplies.  The  amount 
of  bother  to  which  a  creditor  of  the  city  is  put  in  getting  a  bill  paid 
is  a  matter  of  little  concern  to  most  of  us.  But  it  is  safe  to  say  the 
city  has  paid  for  all  of  it,  and  more. 

Bills  against  the  city  of  all  kinds  are  settled  by  warrant.  When 
the  Blankenburg  administration  came  into  office,  there  were  foimd  in 
practically  each  division  of  the  service,  warrant  orders  that  differed 
from  one  another  in  size,  style  and  color  of  paper.  To  remedy  this 
condition  there  has  been  instituted  an  order  which  is  in  the  nature 
of  a  check  and  stub — the  order  or  check  end  being  framed  in  such  a 
fashion  that  it  can  be  deposited  in  the  bank  and  the  stub  end  or 
departmental  receipt  being  returned  to  the  office  forwarding  the 
order.  The  difference  in  styles  is  shown  on  page  91  (a)  being  the  old 
style  and  (b)  the  present  order  in  use. 

The  warrant  order-receipt  is  now  in  use  throughout  the  entire 
Department  of  Public  Works,  and  other  municipal  departments. 
It  has  saved  considerable  time  of  city  employees  and  those  having 
business  with  the  city.  Under  the  old  system  it  was  necessary  for 
the  clerk  having  this  matter  in  hand  to  write  out  a  post  card  noti- 
fying the  individual  to  call  and  receipt  for  warrant  order.  Then 
when  this  was  done  the  latter  would  go  to  the  City  Controller's 
office  and  possibly  be  compelled  to  wait  an  indefinite  time  owing  to 
congestion  of  business,  after  which  he  would  go  to  the  City  Treas- 
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urer's  office  and  cash  the  warrant.     Finally  he  would  take  the  cash 
received  and  deposit  it  in  bank.     Under  the  new  procedure  as  soon 
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as  the  City  Controller's  office  notifies  a  city  department  that  the 
warrants  are  ready  for  delivery,  the  department  mails  out  the  war- 
rant  orders  in  ** window"  envelopes  and  the  recipients  can  then 
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endorse  the  orders  and  place  them  in  the  bank  for  collection.  Re- 
ceipts for  warrants  are  generally  returned  to  the  department  within 
twenty-four  hours  after  mailing  the  orders. 

One  of  the  oflBcers  of  the  Department  of  Public  Works  has 
estimated  that  it  saves  in  money  value  of  time  saved,  on  the 
$17,000,000  spent  for  materials  alone  by  the  entire  city,  $60,000, 
which  is  not  an  inconsiderable  percentage. 

When  one  considers  that  in  the  Department  of  Public  Works 
alone  there  are  over  600  warrant  orders  mailed  each  month,  or  a 
total  of  7,200  per  year,  it  can  readily  be  seen  that  it  saves  the  business 
man  many  hours  in  time  and  much  needless  bother  formerly  spent 
in  making  unnecessary  trips  around  City  Hall. 

B.    Concerning  (he  Handling  of  Inspection 

There  are  45  inspectors  under  the  Registrar,  in  the  Bureau  of 
Water.  These  inspectors  read  meters,  inspect  meter  installation, 
count  water  fixtures  and  inspect  for  the  waste  of  water  in  dwellings. 
This  data  is  used  for  the  basis  of  water-rent  charges.  Formerly 
the  opinion  prevailed  among  inspectors  and  their  superiors  that  an 
''outside  man''  could  not  be  supervised.  So  each  inspector  was 
given  a  district,  composed  of  a  certain  number  of  political  wards, 
and  turned  loose  to  collect  this  data  as  he  saw  fit.  From  the  records 
kept  no  one  could  tell  for  sure  how  many  hours  a  day  an  inspector 
worked  or  whether  he  worked  at  all  or  not.  For  an  inspector  soon 
learned  how  to  make  out  his  report  without  resorting  to  the  labo- 
rious process  of  making  all  the  inspections  which  his  reports  covered. 
He  compiled  a  book,  in  which  he  listed  the  houses  in  his  district, 
with  their  fixtures  counted  and  entered  therein.  Water  fixtures 
are  fairly  constant  in  number,  and  changes  generally  consist  in 
additional  fixtures.  Since  a  consumer  does  not  kick  at  an  under- 
charge, the  inspector  could  with  comparative  safety  consult  his 
book,  and  write  out  his  report  from  the  door  step,  the  comer  saloon 
or  his  own  home.  Even  after  the  introduction  of  a  few  meters  the 
inspector  found  he  could  dispense  with  three  or  four  readings  a 
year — he  could  compute  this  quarter's  bill  on  the  basis  of  last  quar- 
ter's reading.  Here  again  safety  lay  in  making  the  computation 
low  enough  to  escape  a  kick  from  the  consumer. 

The  present  Registrar*  tried  to  standardize  the  work  of  these 
inspectors.     He  tried  to  set  up  the  best  method  of  procedure,  and 
•J.  A.  Carlin. 
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have  it  followed,  and  then  to  keep  such  records  that  some  standard 
day's  work  could  be  determined  by  which  each  inspector's  work 
could  be  judged.  This  involved  careful  planning  of  each  day's 
work  and  control  over  the  inspector  while  on  the  outside. 

Now  an  inspector's  work  is  planned  and  laid  out  for  him  each 
day.     Five  of  the  brightest  men  were  appointed  as  supervising 
inspectors.     Each  meets  his  group  of  inspectors  at  an  appointed 
time  and  place  each  morning,  and  gives  each  inspector  a  copy  of  his 
route  for  the  day.     These  route  sheets  are  made  in  triplicate,  one 
being  retained  by  the  supervising  inspector,  while  one  is  posted  on 
a  bulletin  board  in  the  Registrar's  office.     Each  inspector  is  given 
blank  forms  which  he  must  fill  for  each  individual  address  with 
information  gained  from  his  inspection.     These  blanks  are  of  four 
kinds:  for  meter  readings,  for  meter  installations,  for  regular  fixture 
coimting,  or  for  complaints  in  regard  to  leaks,  etc.     When  the 
blanks  are  filled  out,  and  the  recapitulation  made  on  the  route  sheet, 
the  inspector  has  made  a  complete  daily  report,  from  which  the 
quality  and  quantity  of  his  work  can  be  judged,  and  compared  with 
the  standard  set  by  the  whole  division.     These  reports  are  turned 
in  to  the  supervising  inspectors  at  the  close  of  the  day.     This  method 
of  handling  the  work  breaks  up  the  hard  and  fast  district  lines,  and 
makes  it  impossible  for  the  inspector  to  have  his  report  ready  made 
in  his  pocket.     He  cannot  very  well  make  or  carry  a  book  covering 
the  whole  city  as  he  formerly  did  for  his  small  district.     It  is  possible 
to  know  approximately  where  an  insi>ector  is  working  by  consulting 
the  master  route.   A  chief  inspector  works  as  a  free  lance  to  check  up 
the  accuracy  of  the  work.  He  follows  first  one  man  and  then  another, 
or  goes  on  special  or  difficult  cases  where  there  is  controversy  or 
complaint.     The  inspector  does  not  know  when  his  route  is  being 
followed,  BO  it  is  an  incentive  to  do  accurate  and  honest  work. 

The  standard  day's  work  is  a  matter  of  averages.     It  is  true 
that  in  the  nature  of  the  case  no  two  houses  will  take  exactly  the 
same  time  to  inspect.     The  reading  of  the  meter  in  the  basement  of 
an  office  building  is  a  simple  matter  compared  with  counting  all 
the  water  fixtures  in  an  apartment  house.     But  it  is  true,  never- 
theless, that  in  the  course  of  a  month  averages  can  be  obtained 
which  make  a  standard  by  which  an  inspector's  daily  work  can  be 
judged.     In  comparing  an  inspector's  work  with  the  standard,  the 
kind  of  work  he  is  on  is  always  taken  into  account. 
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The  accompanying  table  B  shows  the  monthly  averages  for 
the  year  1914. 

Tablb  B 


1914 
Month 


I 


I  ^ 


W 


January . . . 
February. . 
Average  to 

date 

March 

Average  to 

date 

April 

Average  to 

date 

May 

Average  to 

date 

June 

Average  to 

date 

July 

Average  to 

date .... 
August. . . . 
Average  to 

date 

September . 
Average  to 

date 

October . . . 
Average  to 

date 

November . 
Average  to 

date 

December  . 
Average  to 

date .... 


23.6 
20 

21.7 
24 

22.5 
23 

22.6 
23 

22.7 
24 

22.9 
24.5 

23.1 
23.5 

23.1 
23 

23.1 
23.6 

23.1 
21 

22.9 
24 

23 


46 
46 

46 
46 

46 
44 

46.5 
43 

45 
43 

44.6 
42 

44.2 
41 

43.8 
42 

43.6 
42 

43.4 
41 

43.2 
41 

43 


1,081 
920 

1,000 
1,104 

1,035 
1,012 

1,028 
989 

1,021.5 
1,032 

1,021.3 
1,029 

1,021 
963.5 

1,011.7 
966 

1,007.1 
987 

1,002.5 
861 


984 
989 


493.5 
200 

346.7 
398.5 

364 
332.5 

356.1 
312.6 

347.4 
337 

346.6 
312 

340.8 
136.5 

302.7 
298 

302.1 
317.6 

303.7 
258 


989.31  295.9 
346 


303.4 


12.5 
41.5 

506 
241.5 

27 
26 

373.7 
424.6 

26.6 
20.5 

390.6 
353 

25.1 
19.6 

381.2 
332 

24 
27.5 

371.4 
364.5 

24.6 
100 

370.2 
412 

35.3 
280 

376.1 
416.6 

65.9 
61.5 

368.6 
369.6 

65.4 
51.6 

367.6 
369 

64 
17 

367.7 
275 

59.7 
53 

355.6 
399 

69.1 

362.5 

675 
678.5 

626.3 
679.5 

644.4 
659 

645.8 
667 

650.1 
667.5 

661.1 
617 

644.9 
547 

643.1 
606.6 

639.6 
618 

634.8 
586 

633.7 
585 

626.5 


24.4 
33.9 

28.9 
28.3 

28.6 
28.6 

28.6 
28.6 

28.6 
27.8 

28.4 
25.1 

28 
23.21 

28 
26.31 


27. 
26. 

27. 
27. 

27. 
24. 


6 


27.1 


22,176 
17,490 

19,832 
23,508 

21,057 
44,676 

26,962 
23,884 

26,346 
22,058 

25,631 
17,046 

24,404 
14,203 

23,129 
21,713 

22,971 
36,011 

24,276 
23,284 

24,185 
19,923 

23,380 


38.6 
25.9 

31.6 
34.6 

32.7 
67.6 

41.7 
36.7 

40.5 
33 

39.2 
27.6 

37.8 
25.9 

34.9 
35.7 

35.9 

68.2 

38.2 
39.7 


34 


943 

874 

914 
979 

936 
1,942 

1,193 
1,038 

1,160 
919 

1,119 
695 

1,056 
604 

1,001 
943 

994 
1,532 

1,060 
1,109 

1,056 
830 

1,036 
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The  column  H  is  the  one  from  which  the  Registrar  gets  his 
most  valuable  information  regarding  each  man's  work.     The  reason 
for  seemingly  large  variation  is  perfectly  clear  to  him,  and  is  due 
for  the  most  part  to  diflferent  parts  of  the  city  in  which  the  inspec- 
tion was  being  carried  on  from  month  to  month.     It  will  be  noted 
that  while  the  "average  number  of  inspections  per  inspector  day" 
varied  from  month  to  month,  the  "average  to  date**  is  fairly  con- 
stant, and  varies  but  little  at  any  time  from  the  average  for  the 
whole  year. 

This  sort  of  recapitulation  is  posted  monthly,  so  the  Registrar 
can  at  any  time  compare  an  inspector's  work  for  the  day  and  by 
taking  into  accoimt  the  nature  of  the  district  he  is  working  in,  teU 
at  once  whether  in  quantity  his  work  is  up  to  the  standard.  Any 
errors  that  may  come  to  light,  either  through  subsequent  investiga- 
tion, or  following  a  complaint  of  the  consumer,  or  the  report  of  the 
Chief  Inspector  are  entered  against  the  record  of  the  inspector  who 
made  the  error. 

In  short,  it  is  easily  possible  in  this  way  to  tell  the  good  work 
from  the  bad.    The  net  result  has  been  a  great  increase  in  the  quan- 
tity and  quality  of  the  work.    There  was  much  dissatisfaction  and 
friction  at  first.     The  men  didn't  understand  just  what  was  being 
done.     They  were  fearful  lest  some  of  their  cherished  "rights"  were 
being  infringed  upon.     Comparison  of  one  man's  work  with  another, 
or  with  the  average,  was  odious  at  first.    The  Registrar  could  offer 
no  incentive  in  increase  of  salary  to  the  better  man,  and  could 
oflfer  five  only  the  raise  in  rank  to  that  of  "supervising  inspector" 
which  means,  in  reality,  more  responsibility  and  more  work,  for 
the  same  pay.     Yet  there  was  a  fear  of  dismissal,  and  the  incentive 
for  "beating  the  record."     The  men  soon  foxmd  that  after  all  it 
was  not  so  difficult  to  do  good  work  when  it  was  expected  of  them, 
and  their  work  was  so  planned  that  good  work  was  possible.     An 
esprit  de  corps  has  been  built  up.     Errors  have  been  reduced  to  a 
minimum.     Each  inspector  hopes  in  time  to  become  a  supervising 
inspector,  for  there  is  something  fascinating  to  most  men,  in  occupy- 
ing a  position  of  responsibility  and  power,  although  it  means  more 
work  and  no  additional  pay.     From  the  Annual  Report  of  the 
Registrar  we  find  that  in  1911,  54,382  inspections  of  all  kinds  were 
made  by  the  inspectors  in  this  division.     This  number  did  not 
include  serving  of  bills  or  reading  meters.     In  1914,  285,969  inspec- 
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tions  were  made  by  the  same  number  of  men,  including  the  serving 
of  86,532  bills  and  86,087  meter  readings.  As  a  result  of  the  in- 
creased inspection  in  1913,  water  rents  were  increased  on  the  same 
properties  over  $150,000  while  many  properties,  not  heretofore  on 
the  books  of  the  Water  Bureau,  and  not  paying  water  rent,  were 
found,  billed  and  placed  on  the  books  for  subsequent  years.  The 
complete  report  for  1915  is  not  available  as  this  is  written,  but  the 
work  thus  far  shows  as  equally  good  results  as  those  of  1913  and  1914. 

One  improvement  in  the  method  of  keeping  the  books  and 
making  out  the  schedules  of  charges  which  the  Registrar  has  made, 
has  Ukewise  resulted  in  a  great  saving  in  time  and  money.  The 
permanent  and  official  record  of  the  335,000  separate  accounts 
carried  by  the  Division  was  formerly  kept  in  immense,  permanently 
bound  ledgers.  Five  copies  of  the  schedules,  taken  from  this  record, 
must  be  made  each  year.  Formerly  they  were  made  in  long  hand. 
The  water  rent  book  for  previous  years  was  compared  and  corrected 
by  ledger  for  the  current  year.  Then  a  master  copy  was  made  in 
long  hand  from  this  correct  copy,  which  copy  was  then  checked  by 
the  ledger.  Three  and  in  some  cases  four  copies  of  this  master 
copy  were  then  made  in  long  hand,  and  each  compared  with  the 
master  copy. 

Now  loose-leaf  schedule  books  and  ledgers  are  used.  From 
the  ledger,  which  has  been  corrected  for  the  current  year,  with  all 
additions,  etc.,  made,  as  many  typewritten  copies  as  are  needed  are 
made  at  one  operation.  The  typewritten  copies  are  then  compared 
with  the  ledger,  and  any  necessary  changes  are  made  on  the  original 
and  duplicates  at  the  same  time.  These  copies  are  bound  in  loose- 
leaf  binders  for  the  various  departments  which  require  them.  Thus 
the  chance  for  error  has  been  reduced  to  a  minimum.  All  copies 
of  the  schedule  are  alike.  There  is  only  one  checking  operation 
instead  of  four  or  five.  The  typewritten  copies  are,  of  coiu-se, 
much  more  legible  and  satisfactory.  And  in  addition  to  all  this, 
there  has  been  a  saving  in  expense  to  the  city. 

For  1912,  making  these  schedules  in  long  hand  cost  S4,367.38, 
while  for  1915  the  cost  was  only  $2,779,  a  saving  of  34  per  cent, 
although  there  were  more  accoimts  to  be  entered  and  one  additional 
set  of  books*  to  be  made. 

*  From  a  letter  to  the  writer  from  J.  A.  Carlin,  Registrar  of  Water  Bureau, 
Jan.  17,  1916. 
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The  experience  of  the  Registrar  is  significant  in  that  it  shows 
what  can  be  done,  even  under  adverse  conditions,  when  the  man 
who  knows  how,  and  wants  to  be  efficient,  is  placed  in  a  responsible 
position  in  city  administration. 

5.     Concerning  Coat  Keeping  Records 

It  is  possible  for  the  city  administration  to  operate  a  unit  cost 
system.  This  has  been  done  in  the  Bureau  of  Water  and  in  the 
Bureau  of  Highways  of  Philadelphia.*  It  now  becomes  possible 
not  only  to  compare  street  cleaning  and  repair  work  on  the  streets, 
bridges  and  sewers  of  Philadelphia  with  the  cost  and  quality  of  work 
in  other  cities,  but  with  that  done  by  different  districts  of  the  same 
bureau  or  gangs  in  the  same  district.  A  friendly  rivalry  and  a 
pride  in  the  work  can  be  fostered  by  the  proper  use  of  the  unit  cost 
system. 

A  standard  can  thus  be  set  up  which  will  throw  into  bold  relief 
the  strong  and  weak  points  of  the  whole  system.  The  mere  keeping 
of  a  record,  which  a  man  knows  will  come  before  the  eyes  of  his  supe- 
rior, is  an  incentive  to  that  man  to  do  better  work.  The  purpose 
of  the  unit  cost  system  installed  in  the  Bureau  of  Highways,  as 
given  by  the  Chief  of  that  Bureau,  is:« 

(a)  To  ascertain  the  quantity  and  total  and  unit  cost  of  each  class  of  woik 
performed  which  will  provide  data  to  facilitate  the  preparation  of  budget  and 
prospective  work  estimated  and  also  afford  a  basis  from  which  may  be  determined 
the  fairness  of  unit  prices  bid  on  contract  work. 

(b)  To  provide  data  to  assist  in  the  determination  of  the  time  beyond  which 
it  would  be  undesirable  for  economic  reasons  to  continue  maintenance  work  in 
existing  pavements,  or  in  other  words,  the  time  when  replacements  must  be  con- 
templated. 

(c)  To  secure  by  interpretation  of  the  data,  knowledge  as  to  the  efficiency  of 
performance  of  the  Bureau's  forces,  and  to  assist  in  showing  the  adequacy  of  the 
service  rendered  to  the  public. 

(d)  To  show  the  quantity  and  cost  of  each  class  of  work  performed  within 
the  boundaries  of  any  district,  or  imit  length  of  highway,  or  on  any  specific  structure 
or  job. 

(e)  To  show  separately  the  varjdng  and  principal  elements  of  expense,  such 
as  labor,  hauling  and  materials,  entering  into  the  cost  of  each  class  of  work. 


*For  a  complete  description  see  the  Annual  Report  of  the  Bureau  of  Highways^ 
Philadelphia,  1014,  p.  119-123. 

•  Report  for  1914,  Bureau  of  Highways  and  Street  Cleaning,  Philadelphia, 
p.  119-120. 
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(f)  To  produce  in  the  suboidinate  employees  the  beneficial  moral  efifeet 
resulting  from  a  realization  that  records  of  their  performances  are  brou^t  to  the 
attention  of  their  superiors. 

(g)  To  promote  friendly  competition  between  similar  units  of  the  organiza- 
tion and  establish  a  sort  of  esprit  de  carps  among  the  men. 

As  has  been  said,  these  records  make  it  possible  to  compare  one 
administration  with  another  and  with  similar  work  done  by  private 
concerns,  in  matters  of  expenditure,  but  without  them  the  admin- 
istrator himself  cannot  find  the  weak  points  in  his  own  work. 

An  illustration  of  the  advantage  of  keeping  records  of  this  kind  was  in  con- 
nection with  the  bitimiinous  surface  treatment  work,  which  is  the  principal  factor 
in  modem  highway  maLutenance  of  water-bound  macadam  streets  and  roads. 
The  unit  cost  records  of  this  work  performed  in  1913  showed  an  avera^  cost  of 
7.3  cents  per  square  yard,  while  in  1914,  the  average  cost  was  6.8  cents  per  square 
yard,  or  a  saving  of  1.5  cents  per  square  yard  over  1913.  This  saving  was  a 
direct  result  of  making  an  analysis  of  the  items  of  cost  for  1913,  through  which  it 
was  possible  to  point  out  the  weak  points  in  the  performance  of  the  work,  with  the 
result  that  in  1914  more  attention  was  given  to  the  different  operations  of  the 
work,  the  cost  of  which  was  considered  to  be  too  high  the  previous  year.  Of  this 
saving  of  1.5  cents  per  square  3rard,  about  one-half  cent  per  square  yard  was  due 
to  the  fact  that  a  number  of  the  treatments  were  second  applications  and  naturally 
required  a  less  amoimt  of  bitiuninous  material  per  square  yard,  and  the  reduction 
in  the  cost  of  gravel,  but  approximately  one  cent  per  square  yard  (or  a  saving  of 
fourteen  per  cent,  of  the  entire  cost  of  the  work)  was  entirely  due  to  the  increased 
efficiency  of  the  organization  in  handling  the  work.  A  further  study  will  be  made 
of  the  costs  of  this  work  and  also  the  unit  costs  of  all  work  performed  by  the  bureau, 
with  a  view  to  pointing  out  ways  and  means  of  conducting  the  work  in  a  more 
efficient  and  economical  manner  next  season.^ 

A  similar  system  of  cost  keeping  has  been  installed  in  the 
Water  Bureau,  with  similar  results.  One  instance  only  will  be 
given.  In  the  pipe-laying  work  of  the  Bureau,  the  effort  at  a  unit 
cost  keeping  system  has  led  to  more  adequate  records,  by  which, 
not  only  the  work  of  one  district  can  be  compared  with  another, 
but  the  work  of  each  gang  can  be  compared  with  that  of  the  other 
gangs  doing  similar  work  in  the  Bureau.  True,  many  jobs  here 
may  be  unlike  in  size  and  difficulty,  so  comparisons  may  be  of  little 
value,  but  other  jobs  are  fairly  equal,  and  should  show  a  somewhat 
si^ar  cost.  When  a  district  shows  a  high  cost  for  a  particular 
kind  of  work,  it  is  possible  to  find  the  particular  gang  or  gangs  in 
that  district  who  are  responsible.  The  cost  of  pipe  laying  and 
repair  are  kept  by  districts.    The  man  in  charge  of  all  the  pipe 

'  Report  of  the  Bureau  of  Highways  and  Street  Cleaning,  Philadelphia,  for 
1014,  p.  4-^. 
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laying  and  the  man  in  charge  of  each  district  have  before  them  the 
average  labor  cost  of  similar  work  in  each  district,  as  well  as  the 
average  for  the  year  (Table  C),  It  is  easy  to  see  which  district  is 
falling  behind  on  jobs  of  similar  nature,  and  if  the  reason  is  not  self- 
evident  to  the  man  in  charge,  the  records  of  the  gangs  in  that  dis- 
trict can  be  gone  into  and  the  trouble  located.    For  instance,  from 

Tabub   C— Avbragb  Labor  Cobt  of  Work   Pbrforued  in  DmrBicn 

July,  1914 
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the  monthly  statement  of  July,  1914,  Column  7  V:  "The  placing 
of  brick  boxes,  frames  and  covers  on  old  lines  where  no  new  work 
is  done,"  is  an  operation  that  is  fairly  uniform  in  the  difficulty  and 
time  ordinarily  required.  We  find  that  the  labor  cost  varies  in  the 
different  districts  from  $5.37  to  $9.66.  Although  the  low  figure 
was  reported  from  a  district  which  had  done  but  three  such  jobs 
in  the  month,  while  the  high  cost  was  reported  from  a  district  that 
had  37,  still  the  difference  is  sufficient  to  cause  a  careful  supervisor 
to  inquire  into  its  cause.  Of  course  the  keeping  of  the  records  of 
costs  is  necessary  so  that  those  in  charge  will  know  there  is  a  differ^ 
ence  in  cost. 

4.    Concerning  the  Purchase  of  Supplies  and  Their  Inspection 

The  city  buys  a  great  amount  of  supplies  of  one  kind  or  another 
in  the  course  of  a  year.  Next  in  importance  after  price  considera- 
tion, it  should  be  known  whether  the  city  gets  what  it  pays  for. 
The  setting  up  of  definite  standards  wherever  possible  and  then 
testing  the  products  of  the  different  bidders  to  see  which  come  up  to 
it  is  possible  with  an  increasing  number  of  supplies.  Take  the  one 
item  of  asphalt  used  for  paving.  A  complete  system  has  been  set 
up  by  the  Bureau  of  ^Highways,  by  which  not  only  is  the  material 
inspected  in  the  plants,  and  a  complete  record  kept  of  the  output  of 
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plants  selling  the  product  to  the  city,  but  samples  are  taken  daily 
for  laboratory  testing.     It  is  no  longer  left  to  the  judgment  of  a 
laborer  without  technical  education,  who  perhaps  determined  the 
hardness  by  chewing,  or  the  consistency  by  sticking  pieces  on  the 
wall.'     Today  this  work  is  done  by  competent  engineers,  who  have 
at  their   disposal    modern   scientific   apparatus.     Such   defective 
materials  as  are  found  in  the  plants  are  never  sent  to  the  paving 
job.    All  materials  used  on  any  contract  in  the  Bureau  of  High- 
ways are  inspected  after  they  have  been  received.     This  rigid 
inspection  of  material  results  in  raising  the  standard,  and  though 
high  grade  materials  may  be  sUghtly  higher  in  first  cost,  their  use 
will  ultimately  prove  a  great  saving  to  the  city.     There  seems  to  be 
no  good  reason  why  the  city  should  not  always  get  just  what  it 
contracts  for — if  that  is  the  desire  of  the  city.     The  step  toward 
standardization  of  specifications  for  material,  which  has  been  taken 
by  the  three  principal  bureaus  of  the  Department  of  Public  Works* 
is  significant.     To  have  a  single  set  of  standard  clauses  used  in  the 
specifications    throughout   the    city's   departments   would   guard 
against  future  irregularities.    It  would  do  much  toward  efficiency 
in  purchasing.     Adequate  tests  and  inspection  of  the  work  and 
material  purchased  is  likewise  essential,  and  easily  possible. 

6.    Concerning  Planning  of  Work 

One  other  method  employed  at  the  present  time  in  the  Bureau 
of  Highways  should  also  be  mentioned.    It  is  a  large  wall  map,  on 
which  the  kind  of  paving  on  each  city  street  is  shown,  by  a  different 
colored  line,  as  well  as  paving  in  process  of  construction  or  author- 
ized.    Pins  of  various  kinds  and  colors  indicate  the  status  of  the 
city's  paving  work,  and  the  condition  of  the  streets.     Such  other 
information  as  dates,  sums  of  money  spent,  etc.,  cannot  be  shown 
on  the  map  but  are  available  in  a  visible  card  index  case  along  side 
of  the  map.     This  is  a  simple  and  cheap  device  by  which  the  Chief 
of  the  Bureau  can  tell  at  a  glance  the  status  of  the  vast  amount  of 
paving  operations  which  the  city  carries  on  all  the  time,  and  the 
status  of  maintenance  work  on  paved  streets.     For  these  two  items 
alone  the  city  is  spending  over  $6,000,000  per  year.     It  visuahzes 

•  See  Report  of  the  Director  of  Public  Works,  Philadelphia,  1914,  p.  78. 
•Report  of  the  Director,  Department  of  Public  Works,  1914,  Pbiladelphia> 
pp.  3-4. 
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"unbalanced''  work,  such  as  giving  one  section  of  the  city  more 
than  its  share  of  improvements  to  the  neglect  of  some  other  section 
and  likewise  shows  up  dangerous  conditions  in  streets  or  pavements. 
It  gives  the  chief  direct  control  over  the  operations  under  his  direo- 
tion.1®  Similar  boards  are  already  in  operation  in  the  Division  of 
Bridges  and  Sewers  of  the  same  Bureau,  as  well  as  in  the  District 
Offices.  One  is  also  used  in  connection  with  the  pipe-work  of  the 
Water  Bureau.  Its  use  might  be  profitably  adopted  by  a  good 
many  other  bureaus  and  departments. 

These  illustrations  are  isolated  instances  of  progress  toward 
efficiency  in  city  administration.  They  have  by  no  means  ex- 
hausted the  list,  nor  do  they  represent  a  finished  or  perfect  result. 
They  are  given  with  no  thought  of  proving  a  case,  but  as  suggesting 
possibiUties  for  the  future.  It  is  encouraging  to  know  that  even 
in  Philadelphia  real  progress  toward  efficiency  has  been  made^  and 
it  leads  us  to  hope  that  what  has  been  done  here  can  be  im- 
proved— and  repeated. 

>•  Engineering  Record,  Dec.  11,  1915,  pp.  714r-16. 
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PXJBLIC   WORKS  AND  ENGINEERING  SERVICES  ON  A 
PUBLIC   SERVICE  BASIS 

By   WiLIilAM    H.    CONNELL, 
Chief,  Bureau  of  Highways  and  Street  Cleaning,  Philadelphia. 

Publicity  of  the  right  kind  is  the  keynote  in  all  campaigns 
relating  to  matters  in  which  the  public  is  concerned.  Lack  of  this 
kind  of  publicity  is  more  responsible  than  any  other  cause  for  the 
slow  progress  that  has  been  made  in  placing  public  works  and  en- 
gineering on  a  public  service  basis  throughout  the  United  States. 
While  it  is  true  that  in  some  instances  public  and  engineering  serv- 
ices are  conducted  on  a  basis  that  might  well  serve  as  an  example 
to  some  public  service  corporations  and  industrial  establishments, 
still  in  many  localities  there  is  a  woeful  lack  of  appreciation  of  the 
necessity  of  engineering  service  in  conducting  public  work.  This 
is  particularly  true  in  highway  work  in  which  it  is  not  an  uncommon 
thing  for  lawyers  and  laymen  to  be  in  charge  of  departments  con- 
trolling such  work. 

Engineers  as  a  rule  do  not  do  justice  to  the  public  side  of  their 
work  and  consequently  the  public  does  not  appreciate  as  much 
as  it  should  the  value  of  their  services.     Technical  descriptions  of 
engineering  work  are  invaluable  for  engineers  but  simplicity  in 
publicity  concerning  matters  relating  to  public  work  vnU.  educate 
the  public  mind  with  respect  to  the  real  value  of  engineering  serv- 
ices.    The  people  should  be  instructed  in  a  general  way  concern- 
ing the  day-to-day  problems  confronting  the  engineer  in  public 
service.     This   can  be  done  through  the  press,   periodicals,  pam- 
phlets, and  by  erecting  signs  on  the  site  of  the  work  containing  a 
simple  description  of  the  project.     It  is  only  through  such  an  educa- 
tional campaign  that  we  can  ever  hope  to  obtain  the  support  of  the 
public  in  matters  pertaining  to  the  public  service.     This  is  part  of 
the  engineer's  work  and  what  might  come  under  the  head  of  the 
business  side  of  engineering  on  a  public  service  basis. 

In  many  sections  of  the  coimtry  there  is  probably  no  branch  of 
public  work  in  such  need  of  engineering  services  as  is  highway 
work.     It  is  only  through  the  right  kind  of   publicity  impressing 
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this  fact  on  the  public  that  this  work  will  eventually  be  placed 
strictly  on  an  engineering  basis.  It  is  estimated  that  nearly  $400,- 
000,000  a  year  is  spent  on  highway  work.  The  economic  admin- 
istration of  such  an  enormous  expenditure  annually  is  certainly  a 
matter  that  should  receive  serious  consideration  on  the  part  of 
the  public. 

The  most  essential  factor  in  the  administration  of  lai^e  affairs 
is  organization.  Therefore,  in  so  far  as  highway  work  is  concerned, 
a  good  engineering  organization  is  just  as  essential  to  good  roads 
and  pavements  as  are  the  materials  used  to  construct  them.  This  is 
not  a  theory  but  a  fact  and  one  that  unfortunately  has  not  been 
given  proper  recognition  in  the  United  States,  and  only  now  is 
dawning  on  the  public  at  large.  The  fault  lies  partly  with  the 
engineer,  and  not  entirely  with  the  politician  who  only  too  fre- 
quently is  blamed  for  this  state  of  affairs.  The  average  politician 
is  naturally  inclined  to  parcel  out  all  the  jobs  he  can  to  his  fol- 
lowers, who  are  in  a  sense  his  employees.  As  engineers  are  not 
found  among  political  workers,  it  is  perfectly  natural  that  any 
public  work,  not  generally  recognized  by  business  men  and  men  of 
other  professions  to  be  distinctly  engineering  work,  would  not  be 
regarded  as  such  by  the  politician  whose  desire  is  to  provide  as 
many  places  as  possible  for  his  associate  poUtical  workers.  The 
responsibility  for  this  state  of  affairs,  therefore,  rests  in  a  measure 
with  the  engineer,  since  the  profession  as  a  whole  has  regarded  the 
highway  problem  too  lightly  and  has  not  been  sufficiently  jealous 
of  the  infringement  upon  its  rights;  namely,  to  supervise  all  work, 
public  or  private,  that  is  of  an  engineering  nature.  The  doctors  and 
lawyers  have  to  build  up  safeguards  to  protect  what  they  consider 
their  prerogatives.  You  never  find  an  engineer  supervising  or 
conducting  work  coming  under  the  jurisdiction  of  either  one  of  these 
professions.  But  there  are  innumerable  cases  of  lawyers  and  busi- 
ness men  placed  at  the  head  of  highway  departments — ^the  excuse 
being  that  they  are  executives.  Nevertheless,  this  is  engineering 
work,  and  while  one  of  the  principal  requisites  for  such  a  position 
is  .executive  ability,  engineering  knowledge  is  equally  important, 
and  the  real  qualification  essential  for  the  directing  head  to  con- 
duct such  a  department  successfully  is  engineering  executive  ability, 
not  executive  ability  engineered  by  a  business  man  or  a  lawyer, 
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such  as  we  have  been  having  in  many  of  our  state,  municipal, 
county  and  town  highway  departments. 

Business  concerns  must  advertise  their  goods  not  only  for 
the    piirpose    of   encouraging  sales,    but   for   the    protection    of 
the   public,  as  well  as  for  self-protection;  they  must  call  atten- 
tion to  any  imitations  that  will  not  answer  the  purpose  or  bring 
about    the   desired    results.     It   is   considered   to   be,  and  as  a 
matter  of  fact  is,  the  duty  of  the  exponents  of  the  professions 
of  medicine  and  law  to  educate  the  people  to  protect  themselves 
by  taking  advantage  of  the  protection  to  person  and  property 
afforded    through    relying   upon    members   of    these   respective 
professions  in    matters  to  which   they  can  best  attend.     like- 
wise it  is  the  duty  of  the  engineering  profession  to  educate  the 
public  to  get  a  dollar's  worth  for  a  dollar  of  expenditure,  whether 
it  relates  to  public  or  private  work,  so  long  as  it  is  engineering  work, 
by  employing  competent  engineers  to  supervise  highway  and  other 
engineering  work.     This  means  engineers  to  plan,  organize,  and 
operate  all  highway  departments.     In  other  words,  a  proper  high' 
way  engineering  organization  does  not  mean  engineers  working  under 
the  direction  of  a  lawyer  or  business-man  commissioner,  but  an 
engineering  organization  from  top  to  bottom,  with  an  engineer 
heading  the  organization,  no  matter  what  the  title  may  be.     This 
principle  is  an  important  one  and  should  be  ever  before  the  young 
engineer.     He  should  be  brought  to  consider  seriously  the  preroga- 
tives and  functions  rightfully  belonging  to  members  of  his  pro- 
fession— organization  work,  executive  ability,  business  management, 
should  be  part  of  his  professional  training;  they  are  just  as  essential 
to  the  engineer  as  they  are  to  the  lawyer,  doctor  or  business  man. 

The   highway  work  in  a  large  percentage  of  our  states,   mu- 
nicipalities, counties  and  townships  has  been  handled  by  all  classes 
of  officials  from  as  many  different  walks  of  life,  none  of  which 
gave  them  a  claim  to  any  qualification  for  the  job.     As  a  result, 
the  highway  work  was  allowed  to  drift  along  until  the  highway  de- 
partment was  considered  to  be  the  property  of  the  politician,  and, 
still  worse,  only  recently  it  has  been  used  by  some  of  the  business 
administrations  throughout  the  country  to  parcel  out  a  few  jobs  to 
men  probably  deserving  of  some  recognition,  but  conspicuously  unfit 
in  so  far  as  highway  work  is  concerned.     In  this  policy  they  have 
made  a  great  mistake,  as  the  highway  department  in  a  large  measure 
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is  the  principal  show-case  of  any  state,  city,  county  or  town  gov- 
ernment— ^the  pavements  representing  the  goods  in  the  window. 
Recent  developments  have  proved  that  more  people  can  be  pleased 
and  satisfied  through  an  engineering  highway  organization,  con- 
ducted on  a  high  plane,  than  through  any  other  branch  of  public 
works.  An  adequate  organization,  however,  is  essential,  as  a 
successful  highway  administration  is  dependent  upon  conducting 
and  controlling  the  work  with  the  least  friction.  Ease  of  oi>eration 
is  a  most  important  factor  and  this  can  be  obtained  only  through  an 
organization  commensurate  with  the  demands  made  upon  it. 

Planning  Boards  as  a  Means  of  Simplifying  the  Control  of  PvJtlUc 

Works  Departments 

In  an  endeavor  to  define  some  means  of  simplifying  the  control 
and  insuring  a  more  thorough  and  intimate  knowledge  of  the  status 
of  the  operations  coming  under  the  jurisdiction  of  a  large  highway 
department  than  that  afforded  through  the  up-to-date  records  and 
definite  procedures  for  each  operation,  it  became  evident  to  me  that 
it  would  be  necessary  to  supplement  these  records  and  procedures 
with  planning  boards  containing  a  graphic  representation  of  the 
status  of  the  operations,  in  such  a  manner  that  the  work  could  be 
more  readily  controlled  than  is  the  case  where  it  is  necessary  to 
refer  constantly  to  oflSce  records.  No  matter  how  thoroughly  the 
operations  of  a  highway  department  may  be  S3rstematized,  where 
the  heads  of  the  different  units  of  the  organization  are  dependent 
upon  daily  consultations  and  studies  of  the  records  on  file  to  enable 
them  to  picture  in  their  minds  the  status  of  the  work  under  their 
jurisdiction,  there  is  alwasrs  a  certain  amount  of  lost  motion  and 
unbalancing  of  the  work,  resulting  in  one  locality  receiving  undue 
consideration  at  the  expense  of  another  or  delayB  in  the  starting 
of  important  contracts  due  to  unconsciously  yielding  to  outside 
influences  interested  in  pushing  forward  less  important  work. 
This  new  scheme  for  simplifying  the  control  of  the  work  of  a  de- 
partment through  visualizing  the  operations  enables  the  executive 
and  division  heads  to  obtain  at  any  time  a  mental  picture  of  the 
status  of  the  operations  coming  under  their  respective  jurisdictions. 
It  is  the  most  up-to-date  system  heretofore  employed  in  highway 
departments  or  industrial  corporations  to  carry  on  the  work  in  an 
orderly  and  sjrstematic  manner.    While  planning  boards  have  been 


Digitized  by 


Google 


PuBMC  Works  and  Ekginsbrino  Sbbvices  107 

used  ^th  success  in  some  of  the  industrial  establishments,  the 
application  of  this  method  of  carrying  on  the  operations  of  a  large 
highway    department  is  new.     After  several  months'  trial  it  has 
proved  an  unqualified  success  and  one  of  the  most  practical  schemes 
that  has  thus  far  come  under  my  observation  for  simplifying  the 
management  of  such  a  department.     For  some  time  past  we  ha\e 
indicated  certain  data  on  maps,  such  as  the  progress  of  contracts, 
location  of  work,  etc.,  but  the  planning  boards  referred  to  are  used 
as  a  means  of  control  of  the  entire  operations  of  the  department 
other  than  such  work  as  is  performed  in  accordance  with  a  fixed 
schedule. 

This  method  of  visualizing  the  status  of  the  work  also  enables 
the  executive  to  readily  give  information  concerning  the  operations 
under  his  jurisdiction  that  would  ordinarily  necessitate  'phoning  to 
the  office  where  the  records  are  kept,  which  would  mean  a  delay  of 
several  minutes  before  the  information  could  be  obtained  from  the 
record  files.  With  the  use  of  the  planning  board  and  visible  card 
index  system  it  is  possible  to  obtain  the  necessary  information 
in  less  than  a  minute.  This  saving  of  time  means  a  great  deal  to 
a  man  interviewing  a  number  ot  people  every  day  requesting  such 
information. 

In  the  Philadelphia  Bureau  of  Highways  and  Street  Cleaning 
planning  boards  have  been  installed  in  the  offices  of  the  chief  engi- 
neer, and  in  those  of  the  two  division  engineers  in  charge  of  gen- 
eral highway  department  work,  the  division  engineer  in  charge  of 
bridge  and  sewer  maintenance,  and  the  seven  district  highway  en- 
gineers. 

They  consist  of  a  map  indicating,  in  different  colors,  the  charac- 
ter of  all  the  pavements  and  unimproved  streets  throughout  the 
city,  mounted  on  a  board  and  encased  in  a  frame.  The  scale  of  the 
map  is  such  as  is  necessary  to  contain  the  information  desired  in 
each  specific  case;  for  example,  the  scale  of  the  district  engineer's 
map,  which  contains  the  locations  of  holes  in  the  pavements,  etc., 
is  necessarily  greater  than  that  of  the  chief  engineer's  map,  which 
does  not  show  such  detail. 

The  scheme  is  a  very  simple  one,  and  is  not  difficult  to  operate. 
The  status  of  contract  and  municipal  repwr  work,  bituminous 
siuf  ace  treatments,  etc.,  and  the  location  of  the  repair  gangs  a^d  aH 
other  information  contained  on  the  boards  are  indicated  by  {dns  with 
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heads  of  different  colors,  shapes  and  sises.  For  example,  the  status 
of  the  contract  work  may  be  followed  by  noting  the  appearance  and 
disappearance  of  the  pins.  When  any  grading,  paving,  repaying;  sur- 
facing or  resurfacing  is  completed,  the  limits  of  the  work  are  colored 
with  the  coloring  used  on  the  standard  map  of  the  Bureau  of  High- 
waysindicating  the  different  characters  of  pavements  and  unimproved 
streets  and  roads.  In  the  case  of  repair  work,  when  the  repairs 
are  made  the  pins  are  removed;  and  the  status  of  bituminous  sur- 
face treatment  and  all  other  work  (except  that  which  is  done  in 
accordance  with  a  fixed  schedule  such  as  street  cleaning)  coming 
under  the  jurisdiction  of  the  Bureau  is  indicated  in  a  similar  fashion. 

All  information  pertaining  to  permanent  locations  or  fixtures 
is  indicated  on  the  planning  boards  by  properly  colored  and  sym- 
boled  thumb  tacks  which  are  inserted  flush  with  the  surface  of  the 
map.  In  general  there  are  included  in  this  classification  such  desig- 
nations as  the  main  and  district  highway  offices,  store  yards,  rail- 
road sidings,  ash,  rubbish  and  street  dirt  dumps,  disposal  plants  for 
rubbish  and  garbage,  stables,  and  asphalt  plants;  while  in  the 
temporary  or  variable  classification  different  colored  and  sized  pins 
indicate  the  authorised  work,  the  executed  contracts,  those  in 
progress,  or  suspended,  work  by  municipal  forces,  etc.,  and  other 
details  relating  to  the  work  that  it  is  necessary  to  visualise  in  order 
to  properly  plan  and  control.  Of  course  the  exact  details  of  the 
legend  for  each  kind  of  planning  board  varies,  and  is  arranged  to 
suit  the  specific  requirements  of  the  particular  planning  boards  to 
which  it  is  to  apply.  Subject  to  these  necessary  variations  the 
indications  are,  however,  standard  for  any  similar  designations  that 
appear  on  all  of  the  planning  boards. 

In  order  to  facilitate  reference  to  information  in  greater  detail, 
the  indicators  for  the  permanent  designations  also  contain  an 
identifying  serial  number,  which  refers  to  lists  annexed  to  the  plan- 
ning board  which  indicate  full  information  relative  to  locations, 
names  of  owners  of  asphalt  plants,  dumps,  etc. 

The  details  of  the  legends  employed  on  the  several  planning 
boards  in  use  in  the  Philadelphia  Bureau  of  Highways  and  Street 
Cleaning  can  best  be  shown  by  the  illustrations  on  pages  109  and 
110. 
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CuBBBNT  Status  Rdcobds 

In  addition  to  the  data  regularly  carried  on  the  planning  boards 
there  are  also  certain  other  data  of  a  more  detailed  nature  relative 
to  the  current  status  of  the  legal,  contract,  structural  and  other 
governing  conditions,  which  should  be  easily  accessible  but  which 
it  would  not  be  practicable  to  i^idicate  on  the  planning  board. 

This  information  is,  however,  recorded  in  a  very  accessible 
manner  by  means  of  individual  records  properly  filed  and  in  visible 
filing  cabinets,  which  are  known  as  current  status  files,  and  which 
are  located  adjacent  to  the  planning  boards,  and  can  best  be  de- 
scribed by  the  following  illustrations: 

Three  forms  of  current  status  card  records  are  provided,  one 
form  being  for  municipal  force  work  and  two  for  contract  work 
for  use  in  the  main  and  district  offices  respectively.  These  records 
indicate  in  a  logical  and  concise  manner  just  what  information  is 
necessary  relative  to  current  conditions. 
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Pbogress  Rbcobd  for  Contract  Work,  District  Officb 

It  will  be  noted  that  the  arrangement  of  the  form  of  the  current 
status  record  for  contract  work  as  used  in  connection  with  the 
district  planning  boards  makes  it  possible  to  post  graphically  either 
daily  or  weekly  from  the  inspectors'  reports  the  percentages  of  each 
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portion  of  the  work  finished  and  the  percentage  consumed  of  the 
total  time  allowed  for  the  completion  of  the  work. 

The  responsibility  for  the  posting  of  the  planning  board  and 
the  current'  status  file  is  centralized  in  one  pereon  in  each  ofiice,  and 
this  posting  is  done  early  each  morning  from  the  reports  of  the 
operations,  transactions  and  changes  in  conditions  occurring  since 
the  time  of  posting  on  the  previous  day.  In  the  district  offices, 
however,  a  record  of  the  need  for  the  performance  of  any  character 
of  work  is  posted  as  soon  as  the  necessity  becomes  apparent  from 
any  source,  such  as  being  indicated  on  a  patrol  inspection  report; 
resulting  from  observation  by  the  district  assistant  engineer  or  his 
subordinates;  notice  from  the  main  office  or  any  municipal  depart- 
ment, from  the  police,  or  from  the  public. 

In  the  seven  district  highway  offices  and  in  the  division  of 
bridges  and  sewer  maintenance,  the  daily  route  sheets  indicating 
the  work  to  be  i)erf  ormed  by  each  maintenance  and  repair  gang  is 
prepared  by  direct  reference  to  the  planning  board. 

To  be  explicit,  the  function  of  the  planning  board  may  be 
defined  as  being  a  means  of  providing  the  chief  engineer,  the  divi- 
Bion  en^eers  and  the  district  assistant  engineers  and  their  subor- 
dinates with  a  continuous  and  complete,  concise  and  easily  acces- 
sible graphic  record  of  the  current  status  of  all  construction  and 
maintenance  work  under  their  respective  supervision,  as  well  as 
prospective  work,  in  order  that  they  may  plan  and  administer  the 
work  in  the  most  efficient  manner,  and  also  to  facilitate  the  prompt 
determination  of  any  desired  general  information  relating  to  the 
work  that  otherwise  would  not  be  available  except  after  more  or 
less  detailed  investigation.  The  planning  boards  are  also  a  practical 
means  of  controlling  or  equalizing  the  quantity  of  work  to  be  per- 
formed in  the  different  localities  imder  the  jurisdiction  of  the 
department,  and  the  order  in  which  the  work  shall  proceed,  and 
also  of  determining  upon  the  assignment  or  distribution  of  the 
engineering,  inspection  and  working  forces. 

In  fact,  the  planning  boards  may  be  likened  to  a  graphic 
representation  or  moving  picture  of  the  general  activities  of  the 
department  presenting  sufficient  detailed  information  to  insure  the 
carrying  on  of  the  work  with  a  maximum  of  efficiency,  and  to  do 
away  with  the  friction  and  loss  of  time  through  the  engineers  in 
responsible  charge  of  the  several  units  of  the  organization  beinf^ 
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compelled  to  make  daily  or  perhaps  constant  reference  to  and  studies 
of  the  filed  records  to  enable  them  to  form  a  mental  picture  of  the 
status  of  the  work  under  their  jurisdiction.  With  this  scheme,  a 
few  minutes'  inspection  of  the  planning  board  each  nioming  will 
enable  the  engineer  to  keep  in  close  touch  with  and  thoroughly 
plan  or  control  both  the  extensive  and  minor  work  under  his  super- 
vision. 

There  are  countless  opportunities  in  the  management  of  a  large 
highway  department,  as  is  also  the  case  in  other  public  works  de- 
partments and  industrial  establishments,  not  only  to  improve  upon 
the  quality  of  the  output  but  to  save  time  and  money  through  making 
analytical  studies  of  the  operating  methods.  As  an  illustration  of 
this,  only  recently,  by  assigning  an  engineer  to  make  an  analysis  of 
the  unit  cost  records  of  the  municipal  repair  gangs,  and  studies  of 
the  methods  pursued  in  the  performance  of  the  work,  we  have  been 
able  to  show  a  saving  of  $40,000  in  four  months,  which  is  a  direct 
result  of  eliminating  a  certain  amoimt  of  the  lost  motion,  due  to 
inaugurating  more  efficient  methods  of  carrying  on  this  work. 
Therefore,  this  saving  was  brought  about  entirely  through  these 
special  studies.  This,  however,  is  just  one  feature  of  the  work 
of  a  highway  department,  but  the  opportunities  afforded  for  analjrt- 
ical  studies  of  the  operations  as  a  whole,  and  the  standard  that  can 
be  obtained  through  the  systematic  operation  of  planning  boards 
to  control  the  work,  opens  up  a  new  field  with  unlimited  possibili- 
ties that  must  necessarily  result  in  the  saving  of  enormous  sums  of 
money  that  cannot  be  definitely  measured  at  the  present  time. 

In  the  Philadelphia  Bureau  of  Highways  and  Street  Cleaning 
there  are  approximately  700  contracts  in  operation  annually.  This 
in  itself,  aside  from  the  number  of  extensive  operations  performed 
by  the  departmental  forces  and  the  multiplicity  of  other  work  com- 
ing under  the  jurisdiction  of  such  departments,  whether  they  be  city 
or  state,  involving  expenditures  of  approximately  $400,000,000 
annually,  puts  a  premimn  on  organization  and  management  as  a 
most  important  factor  in  connection  with  the  operations  of  such 
departments,  and  is  evidence  of  the  fact  that  the  solution  for  eco- 
nomic management  of  highway  departments  is  the  most  important 
problem  in  highway  engineering  today. 

The  more  we  study  the  possibilities  of  the  management  of 
highway  departments,  the  more  impressed  we  will  be  with  the  fact 
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that  thus  far  we  have  only  touched  the  high  spots,  and  that  the  ^, 

logical  and  systematic  management  of  such  a  department  is  some-  h, 

thing  yet  to  be  attained,  and  who  can  say  what  will  be  the  result  of  i- 

the  studies  now  being  carried  on  in  some  of  our  highway  depart-  h 

ments,  as  there  is  no  field  in  which  there  are  better  opportunities  [(♦ 

to  apply  scientific  principles  to  the  operations  than  to  those  coming  \ 

under  the  jurisdiction  of  a  highway  department?  il 

\, 
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THE    MOVEMENT    FOR    RESPONSIBLE    COUNTY 
GOVERNMENT 

By  H.  S.  Gilbebtson, 

Executive  Secretary,  National  Short  Ballot  Organisation,  New  York  City. 

County  government  in  every  state,  except  Rhode  Island  and 
Connecticut  (which  have  troubles  of  their  own),  whether  it  be  under 
the  town  system  or  imder  the  conunissioner  system,  is  organized 
on  the  plan  of  making  as  many  officers  as  possible  '' directly  respon- 
sible to  the  people."  The  people  elect  their  board  of  supervisors 
or  commissioners,  as  the  case  may  be,  and  undertake  to  hold  them 
responsible  for  the  financial  affairs  of  the  county.  They  are  to 
control,  if  they  can,  the  expenditures,  among  others,  of  the  sheriff. 
But  always  the  sheriff  is  no  subordinate  of  theirs;  the  people  selected 
him  I  In  the  course  of  his  work  he  collects  sundry  fees  which  so 
far  as  the  supervisors  are  concerned  he  may  account  for  or  not  as  he 
pleases.  They  may  reach  him  in  some  slow  roundabout  way  but 
never  by  the  direct  power  of  summary  removal  which  a  private 
business  concern  may  exercise.  The  supervisors  may  set  out  upon 
a  program  of  economy  and  efficiency  including,  let  us  say,  the 
standardization  of  supplies.  But  the  county  clerk  will  not  recognize 
their  superior  authority;  he  will  run  his  office  to  suit  his  personal 
convenience;  and  if  the  supervisors  undertake  to  check  him  he 
may  find  some  way  of  appealing  to  the  people.  The  superintendent 
of  the  poor,  the  treasurer  and  the  auditor  may  likewise  go  their 
respective  gaits,  and  the  county  will  be  blessed  not  with  one  govern- 
ment, but  with  several. 

This  is  the  particular  form  which  the  ancient  and  revered 
theory  of  the  separation  of  powers  has  taken  in  this  branch  of 
government.  No  one  officer  or  board  is  entrusted  with  power 
enough  to  do  serious  wrong;  let  the  people  be  the  boss! 

Noble  sentiment.  But  there  is  a  reverse  side  to  it.  Division 
of  power  carries  with  it  division  of  responsibility.  It  is  as  though 
the  board  of  directors  were  charged  with  the  control  of  a  private 
enterprise,  but  were  expressly  denied  the  power  to  select  the  manager 
and  beads  of  departments  wherewith  to  execute  their  trust.    So 
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vital  to  their  civic  happiness  have  the  people  regarded  this  dis- 
jointedness  of  the  county  that  many  of  the  constitutions  are  explicit 
as  to  which  officers  shall  be  elected  and  in  not  a  few  cases  name 
the  whole  list. 

T?te  Headlesaness  qf  Counties 

The  county  is  about  the  only  human  institution  that  is  abso- 
lutely headless.    There  are,  of  course,  some  exceptions.    In  the 
first  class  counties  of  New  Jersey  (Hudson  and  Essex),  the  state 
has  provided  for  an  officer  elected  by  the  people  who  has  the  title 
of  "supervisor"  and  exercises  powers  similar  to  those  of  the  mayor 
of  a  city.    He  makes  no  appointments,  but  he  may  suspend  and 
remove  subordinates,  veto  appropriations  and  make  recommenda- 
tions.   In  Cook  County  (Chicago),  111.,  a  president  of  the  board 
of  supervisors  is  elected  by  the  people.    Kings  County  (Brooklyn), 
N.  Y.,  before  consolidation  had  a  "supervisor-at-large."    But  none 
of  these  exceptional  executives  has  powers  at  all  comparable  to 
those  of  the  mayor  of  New  York  or  Cleveland.    In  the  general  run 
of  counties  the  c\nei  executive  is  not  a  single  officer  but  the  govern- 
ing body  itseil.    "Bm^.  dknost  invariably  this  body  serves  on  part 
time  and  only  meets  at  intervals,  of  sometimes  as  much  as  a  month. 
If  the  town  plan  is  in  use  the  board  may  be  very  large  as  in  West- 
chester County,  N.  Y.,  where  the  number  of  supervisors  is  forty-one 
or  in  Erie  where  there  are  forty-one  members.    That  such  a  board 
would  be  all  but  strangers,  of  their  own  knowledge,  to  the  detailed 
needs  of  the  various  offices  in  the  coimty,  goes  without  saying. 

No,  the  ingenious  Anglo-Saxon  mind  has  discovered  a  substitute 
for  direct  personal  supervision.  This  government  of  ours,  we  are 
told,  is  a  "government  of  laws,  not  of  men."  If  a  given  officer  goes 
wrong  or  if  he  neglects  his  duties,  then  the  supervisors  are  authorized 
to  go  to  the  district  attorney  and  get  him  to  take  action  on  the 
officer's  bond  or  to  institute  a  criminal  prosecution.  If  the  district 
attorney  is  negligent  in  the  matter,  the  supervisors  may  go  to  the 
governor  with  charges  of  neglect  of  duty  against  him.  If  the 
original  officer  in  question  is  just  plain  lazy,  slow  or  inefficient, 
then  everybody  simply  has  to  wait  "till  he  gets  round  to  it." 

All  this  circumambulation  forsooth,  in  the  name  of  democracy! 
It  actually  fulfils  the  conception  of  popular  rule  for  no  inconsidera- 
ble body  of  superficial  political  thinkers.    Where  the  system  goes 
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wrongs  they  inject  a  little  more  confusion^  a  little  more  irresponsi- 
bility into  the  plan  of  government — "the  cure  for  democracy  is 
more  democracy."  Even  the  reform  of  comity  government  is 
conceived  in  the  spirit  of  negation.  Americans  have  a  way  when 
things  go  badly  in  the  government,  of  trimming  somebody's  wings, 
of  setting  up  "checks  and  balances."  But  every  time  they  reduce 
an  oflScer's  power  they  have  not  only  prevented  him  from  rising  to 
heights  of  constructive  effort,  but  they  have  actually  so  obscured 
his  responsibility  as  to  increase  the  probability  of  his  going  wrong. 
But  to  leave  off  the  criticism  of  the  coimty  and  to  proceed  to 
constructive  remedies,  what  measures  may  be  proposed? 

What  Responsibility  means  in  County  Reconstruction 

In  the  approach  toward  an  ideal  county  government  the 
principle  which  imderlies  every  accredited  political  reform  must 
dominate:  the  principle  of  responsibility.  The  central  state  govern- 
ment must  assume  greater  responsibility  for  the  local  execution  of 
its  own  mandates.  The  locality  must  take  full  charge  of  its  local 
affairs,  in  pursuance  of  the  principle  of  home  rule  (which  is  but  a 
phase  of  responsibility) .  The  responsibility  of  the  county  electorate 
must  be  fixed  by  making  the  conditions  of  citizenship  simple  and 
workable.  In  plain  English,  every  factor  in  government  must  be 
assigned  its  own  proper  function  and  must  be  put  in  possession 
of  the  means  wherewith  to  enforce  the  trust  imposed  upon  it. 

With  this  standard  in  mind  the  form  of  a  more  perfect  county 
government  will  not  be  difficult  to  conceive.  Under  a  system  of 
home  rule  the  coimty  will  have  been  brought  face  to  face  with  its 
obligation  to  frame  its  local  policies.  A  suitable  local  le^alature 
or  governing  body  will  have  to  be  erected  to  represent  accurately 
the  people  of  the  couuty.  If  the  several  localities  in  the  county 
possess  an  identity  which  justifies  their  having  a  distinct  voice 
in  the  governing  body,  they  will  be  taken  care  of.  But  if  on  the 
other  hand  the  fact  is  that  the  county  is  a  geographical  and  social 
unit,  the  form  of  the  governing  body  will  reflect  that  condition. 
If  the  county  consists  of  mixed  urban  and  rural  elements,  that 
condition  will  not  be  overlooked.  And  cases  will  come  to  milid 
also  where  the  county  is  identical  with  a  city,  in  which  case  the 
county  may  utilize  the  governing  body  at  hand. 

Toward  county  unity  and  simplified  governing  bodies,  New 
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Jersey  has  also  contributed  a  strong  impetus  to  the  popularity  of 
the  small  board.  In  1902  the  legislature  passed  the  so-called 
Strong  Act  under  which  any  county  might  abandon  the  idea  of 
district  representation.  Thereafter  the  people  of  the  coimty  as  a 
whole  elect  (according  to  the  population  of  the  county)  from  three 
to  nine  freeholders.  This  system  has  been  adopted  (up  to  1915) 
in  most  of  the  twentyK)ne  counties. 

Responsihle  County  Legidaiure 

The  county  legislature,  in  keeping  with  its  amplified  powers, 
its  greater  dignity  and  conspicuousness,  will  have  a  corresponding 
control  over  its  agencies.  It  will  not  be  obliged  to  carry  out  its 
trust  through  subordinates  not  of  its  own  selection.  Nor  will  it 
scatter  its  own  powers  of  control,  but  will  constitute  some  one 
person  the  head  of  the  county  administration.  And  it  will  protect 
its  own  responsibility  by  selecting  for  the  executive  headship  a 
person  not  qualified  by  reason  of  partisan  political  experience  but 
of  specific  fitness  for  performing  his  official  duties. 

The  executive  in  his  turn  will  have  ample  powers  of  control, 
through  appointment  and  otherwise,  of  the  county  officers,  at  least 
in  the  "business''  as  distinguished  from  the^judicial"  establishment 
of  the  coimty. 

■His  powers  will  hot  be  limited  as  are  those  of  the  supervisor, 
an  ofiSce  which  has  been  established  in  counties  of  the  first  class 
(Hudson  and  Essex).     These  are  apparently  the  only  coimties  in 
the  country  which  are  operated  under  the  slightest  semblance  of  a 
single  executive  head.     The  executive  is  elected  by  the  people  and 
is  in  fact  a  survival  from  the  time  when  the  board  of  chosen  free- 
holders (supervisors)  were  elected  from  districts,  with  a  view  to 
unifying  the  interests  of  the  several  localities,  somewhat  after  the 
fashion  of  a  mayor  of  a  city.    He  is  reqmred  "to  be  vigilant  and 
active  in  causing  the  laws  and  ordinances  of  the  county  to  \>^ 
executed  and  enforced."     Subject  to  the  civil  service  law  he  has 
power  to  suspend  and  remove  but  not  to  appoint  subordinates. 
He  may  propose  legislation  and  veto  resolutions. 

And  the  state  itself  will  sometime  look  more  carefully  and  con- 
cernedly to  the  enforcement  of  its  own  laws.  It  will  frankly  do  one  of 
two  things:  either  it  will  decide  that  a  given  law  deals  with  really 
local  questions,  in  which  case  it  will  wipe  it  oflf  the  statutes  and 
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leave  them  to  be  handled  by  the  county  legislature;  or  else,  it 
will  resolve  to  see  that  the  law,  if  wise,  is  properly  enforced,  and  will 
proceed  to  establish  its  own  means  for  its  enforcement. 

And  finaUy,  the  responsibilities  of  citizenship  will  be  conserved. 
No  voter  will  be  called  upon  to  make  selections  from  long  lists  of 
obscure  minor  officers,  whom  he  never  sees  and  whose  duties  he 
knows  little  or  nothing  about.  He  will  have  the  assurance  that  by 
watching  and  controlling  one  set  of  officers  he  will  control  the 
whole  county  establishment. 

A  Concrete  Proposal 

A  proposal  that  practically  squares  with  this  formula  was 
put  forth  some  years  ago  by  a  group  of  Oregon  citizens  under  the 
leadership  of  W.  S.  U'Ren  in  a  projected  amendment  to  the  state 
constitution.  The  county  business  would  be  in  the  hands  of  a 
board  of  three  directors  to  be  elected  by  the  voters  of  the  county 
for  terms  of  six  years.  This  board  would  have  power  to  "make  all 
expedient  rules  and  regulations  for  the  succc^ul,  efficient  and 
economic  management  of  all  county  business  and  property."  It 
would  be  required,  however,  to  employ  a  business  manager  who 
would  be  the  "chief  executive  of  the  county,"^— and  the  choice  would 
not  be  limited  to  the  state  of  Oregon.  The  salary  of  this  officer 
would  be  determined  by  the  board.  With  him  would  rest  the 
appointment  of  the  subordinate  county  officers,  except  that  the 
board  should  be  empowered  to  audit  bills,  either  directly  or  through 
an  auditor. 

The  skeleton  of  the  proposed  Oregon  system  is  similar  to  that 
of  the  conmiission  manager  plan  of  city  government  which  has 
been  in  successful  operation  for  several  years  in  Da3rton  and  Spring- 
field, Ohio,  Cadillac  and  Manistee,  Michigan,  and  about  thirty 
other  cities  of  various  sizes  and  is  growing  rapidly  in  public  favor. 
A  more  complete  and  detailed  scheme  based  upon  the  identical 
principles  was  embodied  in  a  bill  introduced  in  the  New  York 
legislature  of  1915  by  the  New  York  Short  Ballot  Organization. 

Some  Practical  Contribuitona  to  Beeponsible  CourUy  GovermerU 

In  actual  life  no  county  has  taken  longer  steps  to  secure  a 
simplified  structure  than  Los  Angeles,  California,  which  was  the 
first  county  to  act  under  the  home  rule  amendment.    This  charter 
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starts  out  by  abandoning  the  theory  that  every  county  officer 
must  be  elected.  The  supervisors  are  retained  on  the  "ticket  '* 
but  county  superintendent  of  schools,  coroner,  public  administrator, 
county  clerk,  treasurer,  tax  collector,  recorder  and  surveyor,  all  of 
whom  were  formeriy  elected  by  the  voters,  are  now  appointed  by 
and  responsible  to  the  county  legislature,  which  is  the  board  of 
supervisors.  The  sheriff,  the  auditor,  the  assessor  and  the  district 
attorney  are  still  elective.  In  thus  extending  the  power  of  super- 
visors, the  charter  framers  require  that,  with  a  few  exceptions, 
the  officers  shall  be  chosen  from  competitive  lists  on  the  basis  of 
merit  and  fitness.    The  fee  system  is  abolished. 

The  charter  of  San  Bernardino  County,  California,  adopted 
shortly  after  the  one  in  Los  Angeles,  provided  for  a  board  of  five 
supervisors  elected  at  large,  one  at  a  time,  this  board  to  appoint  all 
other  county  officers  except  judges.  But  the  changes  seemed  so 
radical  that  the  people  amended  the  charter  out  of  all  semblance 
to  its  original  conception,  before  it  was  ever  put  into  operation. 

For  the  immediate  future  the  movement  for  better  county 

government  must  be  mainly  to  bring  the  voters  to  see  that  there 

is  a  "county  problem"  of  no  smaU  ipiportance.    No  division  of 

government  contributes  so  largely  to  the  continuance  of  political 

machines— the  county  is  ideally  constructed  for  that.    The  three 

thousand  counties  in  the  United  States  now  spend  annually  about 

half  as  much  as  t^e  federal  government— a  hint  to  the  taxpayer. 

SociaJ  workers  are  aware  that  the  management  of  the  local  welfare 

functions  are  often  administered  by  counties  in  a  manner  that  is 

nothing  short  of  barbarous.    But  the  county  problem  will  not  be 

solved  by  hitting  at  particular  evil  symptoms.    We  shall,  in  the 

writer's  opinion,  eradicate  all  the  more  serious  evils  by  applying 

all  along  the  Upe  and  to  the  practical  limit  the  reconstructive 

principle  of  responsibih'ty  which  is  theme  and  subject  of  this  volume. 
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INTERWORKINGS   OF   STATE   ADMINISTRATION   AND 
DIRECT  LEGISLATION 

By  F.  W.  Cokbb,  Ph.D., 
Professor  of  Political  Science,  Ohio  State  Umyereity. 

Executive  participation  in  the  work  of  American  legislatures 
has  been  frequently  analyzed.  Its  increasing  extent  in  recent  years 
is  closely  interrelated  with  two  other  factors  in  the  development 
of  our  state  governments:  first,  the  greatly  enlarged  tasks  which 
the  American  public  has  come  to  exact  of  its  legislatures,  and  second, 
the  successive  restrictions  which  have  been  placed  upon  these 
bodies.  .Though  there  has  been  a  steadily  growing  dissatisfaction 
with  the  methods  and  motives  of  our  representative  organs — ^which 
has  been  voiced  in  certain  restrictions  imposed  upon  legislative 
freedom,  such  as  requirements  affecting  procedure,  limitations 
upon  special  and  local  legislation,  the  regulation  of  lobb3dng  and 
the  placing  of  matters  of  statutory  character  in  constitutions — 
there  has  at  the  same  time  developed  a  need  for  constantly  increas- 
ing reliance  upon  legislative  regulation  as  a  means  of  securing 
economic  and  social  reforms.  This  expansion  of  the  sphere  of 
legislative  competence  and  the  increase  of  the  limitations  placed 
upon  legislative  activity  have  accentuated  and*  made  obvious  the 
need  for  responsible  leadership  in  the  fulfilment  of  the  manifold 
and  complex  duties  which  modern  demands  impose  upon  our  state 
legislatures.  This  demand  for  responsible  leadership  has  found 
its  response  in  increasing  participation  of  the  executive  in  legisla- 
tion. 

The  need  for  strong  legislative  leadership  has  existed  since  the 
beginning  of  our  state  governments.  The  American  disjunction 
of  executive  and  legislative  organs  left  the  latter  without  guiding 
and  responsible  agencies  to  discriminate  among  the  tasks  proposed 
to  the  legislatures,  or  to  codrdinate  their  efforts.  Inevitably,  to 
meet  this  need,  agencies  of  leadership,  not  responsible  imder  the 
constitution  or  the  law,  were  in  time  created  or  accepted  by  the 
legislatures.  Thus  legislative  committees — as,  for  example,  the 
committee  on  rules,  leaders  of  the  party  caucus,  unofl&cial  leaders 
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outside  the  leg«lat\ire,  were  allowed  in  various  ways  to  assume  the 
functions  of  devising  and  executing  plans  of  action  for  the  legis- 
lative sessions.  Tlie  agencies  just  indicated  in  many  cases  proved 
adequate  for  the  work  of  preserving  party  unity  and  p&rty  sub- 
servience of  individual  members  to  the  organization.  None  of 
these  devices  could  satisfy  the  fundamental  need— from  the  stand- 
point of  the  public,  rather  than  of  the  political  party — ^for  an  open, 
responsible,  and  unified  leadership  in  legislation.  The  records  of 
the  governors  who  first  perceived  their  opportunity  to  fill  this 
gap  and  at  the  same  time  assume  the  positions  of  party  guides, 
are  familiar.  The  special  fitness  of  a  governor,  properly  equipped 
and  with  the  appropriate  motives,  for  such  combined  leadership, 
li^  in  the  peculiar  opportunities  his  position  aflfords  him  for  ascer- 
taining or  drawing  out  public  opinion,  for  giving  it  definite  expres- 
sion, and  for  bringing  to  bear  its  force  upon  an  otherwise  irrespon- 
sive legislatiu-e. 

But  the  legislature's  irresponsiveness  and  uncertainty  of  action 
had  been  a  primary  cause  for  the  introduction  of  the  system  of 
direct  legislation,  which  was  popularly  demanded  not  only  as  a 
means  for  correcting  the  action  of  the  legislature  when  it  was 
corrupt  or  wilfully  neglectful  of  the  popular  will,  but  also  as  a 
means  for  securing  quick  accomplishment  of  popular  desires  for 
iegai  regulation  of  economic,  social,  and  moral  conditions. 

What  effects  will  the  extending  use  of  the  instrumentalities 
of  direct  legislation  have  upon  the  governor's  position  as  legislative 
guide  and  party  chief?  What  effects  will  their  operation  have  upon 
the  work  of  the  governor  and  other  state  executive  officers  as 
directors  of  the  vast  administrative  business  which  now  devolves 
upon  the  state  government,  as  a  consequence  of  the  expanded 
sphere  of  state  regulation?  The  experiences  of  the  states  in  which 
the  system  of  direct  legislation  has  been  in  operation  provide  us 
with  material  for  indicating  a  few  possibilities  and  tendencies  alon^ 
the  lines  of  such  questions,  without  approaching  any  final  and 
fundamental  conclusions. 

On  the  one  hand,  with  regard  to  the  interworkings  of  direct 

legislation   and   executive   participation  in  lawmaking,    several 

practical  questions  arise  out  of  the  experiences  of  the  last  few  years. 

In  the  first  place,  the  question  may  be  raised  whether,  in  order 

to  make  possible  the  exercise  of  intelligent  judgment  upon  measures 
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submitted  to  direct  vote,  the  governor  must  be  looked  upon  as  the 
guide  whose  task  it  will  be  to  concentrate  popular  attention  upon 
a  few  salient  measures  among  the  manifold  propositions  which 
may  be  submitted  under  the  imrestricted  employment  of  the  instru- 
mentalities of  direct  legislation.  Much  emphasis  has  been  placed 
upon  the  multifariousness  of  the  propositions  submitted  to  popular 
vote,  upon  the  resulting  confusion  of  the  mind  of  the  electoratCi 
and  upon  the  tendency  of  such  methods  of  political  action  to  dis- 
credit popular  rule  by  weakening  its  representative  organs  and  by 
bringing  further  inexpertness  and  incoherence  into  our  lawmaking. 
It  is  urged  that  in  direct  legislation  as  in  representative  legislation 
there  is  need  for  some  responsible  agency  to  assemble  and  make 
selection  from  the  manifold  legislative  proposals  emanating  from 
limited  groups  of  voters.  Through  the  machinery  of  direct  legis- 
lation as  through  that  of  our  representative  assemblies  the  total 
of  legislative  projects  tends,  it  is  held,  to  represent  a  collection  of 
special  and  limited  interests  rather  than  a  consolidated  general 
interest.  It  is  thus  predicted  that  direct  legislation  without  leader- 
ship will  produce  the  same  defects  of  irresponsibility  and  incon- 
gruity that  have  characterized  legislation  under  the  procedure  of 
our  typical  representative  legislatures.  If  there  must  be  a  con- 
spicuous guide  whose  task  it  will  be  to  propose  and  determine  a 
program  for  popular  legislation  and  to  give  to  it  generality  and 
consistency,  can  the  governor  or  some  other  state  officer  serve  in 
such  capacity? 

To  meet  the  need  just  indicated,  an  extreme  suggestion  has 
been  made  that  the  popular  initiative  should  be  allowed  to  apply 
only  to  measures  which  the  governor  has  recommended  to  the 
legislature  but  which  have  failed  of  enactment  in  that  body.  In 
other  words,  the  popular  "initiative"  should  be  restricted  to  a 
selection  among  measures  proposed  unsuccessfully  by  the  governor 
to  the  legislature.  This  restriction  would  abolish  altogether  the 
popular  origination  of  legislative  proposals,  and  therefore  cannot 
be  considered  as  a  means  for  guiding  and  safeguarding  the  use  of 
popular  initiative  in  legislation.  The  governor,  through  his  power 
to  awaken  public  opinion,  can  direct  its  attention  to  measures 
which  he  deems  more  important  among  the  collection  of  measures 
offered  for  submission  to  popular  determination.  But  no  practical 
device  seems  available  for  conferring  upon  him  or  any  of  his  col- 
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leagues  legal  powers  of  elimination  among  such  proposals,  without  ^ 

sacrificing  the  primary  and  radical  purposes  of  popular  legislation.  ^ 

In  the  second  place,  shall  the  governor,  as  part  of  his  province  ij 

as  responsible  political  head  of  the  state,  be  empowered  to  set  in  j  • 

motion  upon  his  own  initiative  the  machinery  of  direct  legislation  u ' 

as  a  further  means  for  pressing  his  legislative  suggestions  towards 

enactment  into   law?    One   governor  has,  without  any  formal  { 

authority  of  such  character,  but  simply  through  his  personal  influ-  !- ' 

ence,  secured  .popular  decision  upon  measures  which  he  had  spon-  < 

sored  unsuccessfully  before  the  legislature.    Professor  Bamett  has 

pointed  out  that  in  1912,  because  of  the  failure  of  the  Oregon  legis-  i 

lature  to  enact  certain  "good  roads"  legislation  desired  by  the  ] 

governor,  the  latter,  upon  his  own  responsibility,  appointed  com-  ^ 

mittees  to  prepare  measures  and  to  obtain  petitions  necessary  to  ^ 

require  the  submission  of  these  measures  to  popular  vote.*    The 
same  procedure- was  followed  with  respect  to  a  '*blue  sky'*  bill  and 

a  "millage-tax"  bill  for  the  higher  state  educational  institutions,  • 

submitted  at  the  same  election.  Professor  Barnett  adds:  "The 
governor  was  also  largely  responsible  for  the  submission  of  the 

anti-capital  pumshmeiit  biU  at  the  same  election,  and  he  was  the  | 

real  author  of  the  bill  for  the  consolidation  of  the  desert  land  board  *} 

and  the  state  land  board  submitted  at  the  next  election."    It  may  ^ 

be  added  that  each  of  these  measures  was  defeated  at  the  polls.  )j 

Various  proposals  have  been  made  for  attaching  to  the  system  -! 

of  direct  legation  provisions  which  would  specifically  extend  !* 

the  governor's  powers  of  leadership  in  legislation.    It  has  been  ;J 

proposed  that  the  governor  should  be  given  power  to  initiate  '  P 

measures  for  submission  to  popular  vote,  without  the  intervention  of  I 

any  legislative  action  or  popular  petition.    A  more  practical  form  t' 

of  this  proposal  might  be  that  the  governor  should  be  authorized 
to  refer  to  popular  vote  any  measure  recommended  by  him  to  the 
legislature  and  failing  of  enactment  by  that  body.  Other  sugges- 
tions have  called  for  the  automatic  reference  to  popular  vote  of  all 
measures  .rejected  by  the  legislature  after  recommendation  by  the 
governor.  It  is  argued  that  some  such  addition  to  the  governor's 
power  is  necessary  in  order  to  give  logical  and  practical  compVete- 
ness  to  the  function  which,  with  the  acquiescence  of  public  opinion, 

1  James  D.  Bamett,  The  OperaHon  of  the  InUiaHve,  Biferendum,  and  Recall 
in  Oregon,  p.  12. 
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be  is  coming  to  assume  as  responsible  political  head  of  the  common- 
wealth. 

Thirdly^  should  officials  of  the  state  administration  be  vested 
with  powers  of  determining  the  validity  and  sufficiency  of  petitions 
submitted  for  the  initiation  or  reference  of  laws?  In  view  of  the 
aggressive  leadership  in  legislation  now  so  frequently  assumed  by 
the  state  administration,  we  are  confronted  by  the  practical  ques- 
tion as  to  whether  these  officials,  in  their  eagerness  to  protect  meas- 
ures which  they  have  conducted  successfully  through  the  legislature 
from  attack  through  the  referendum,  may  not  be  tempted  to  ex^- 
cise  their  powers  of  decision  in  the  matter  of  petitions  in  such  arbi- 
trary ways  as  to  prevent  or  obstruct  the  submissibn  of  such  laws. 
In  most  states  it  is  required  that  the  petitions  for  the  initiative 
or  referendum  be  filed  in  the  office  of  the  secretary  of  state.  This 
requirement  generally  carries  with  it  the  duty  of  that  official  to 
pass  upon  signatures  the  validity  of  which  is  questioned.  That 
the  exercise  of  such  power  may  become  involved  in  the  political 
and  legislative  aims  of  the  administration  was  revealed  in  connection 
with  the  investigation  conducted  by  the  secretary  of  state  of  Ohio 
upon  the  referendum  petitions  submitted  in  1913.  The  methods 
and  consequences  of  this  investigation  deserve  consideration  in 
some  detail. 

The  system  of  state-wide  initiative  and  referendum  was  estab- 
lished in  Ohio  in  1912  by  constitutional  amendment.  In  1913 
petitions  were  circulated  for  a  referendum  upon  three  of  the  acts 
passed  by  the  legislature  of  that  year.  Neither  constitutional  nor 
statutory  provisions  in  force  at  that  time,  affecting  petitions  for 
the  initiative  or  referendum,  established  practical  means  for  pre- 
venting or  detecting  fraudulent  practices  in  making  or  soliciting 
signatures.  Two  of  the  acts  upon  which  a  referendum  was  sought 
were  among  the  more  important  achievements  of  the  extensive 
program  of  social  and  administrative  le^lation  enacted  by  the 
Democratic  legislature  of  1913,  under  the  guidance  of  Governor 
Cox.  These  two  measures  were  an  act  establishing  compulsory 
workmen's  compensation  through  a  system  of  state  insurance, 
and  an  act  substituting  centrally  appointed  for  locally  elected  tax 
assessors.  The  chief  agency  in  the  circulation  of  the  petitions 
against  these  laws  was  the  Ohio  Equity  Association,  an  organiza- 
tion representing  certain  industrial  insurance  companies  and  formed 
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for  the  purpose  of  aecurmg  the  reference  and  defeat  of  the  laws 
mentioned  above.     Accusations  of  fraud  and  corruption  in  connec- 
tion with  the  circulation  of  the  petitions  were  made  to  the  governor 
and  at  his  direction  a  hearing  upon  the  sufficiency  of  the  petitions 
submitted  was  held  by  the  secretary  of  state.     The  hearing  brouirht 
out  unmistakable  evidence  that  extensive  frauds  had  been  com- 
mitted and  that   practically  every  constitutional  and  statutory 
requirement   affectmg  petitions   had   been   wilftilly   disregarded 
Many  non-voters  had  been  induced  to  sign;  many  names  had  been 
copied  by  circulators  from  city  and  telephone  directories,  botBl 
registers  and  poll  Usts;  and  many  signatures  had  been  obtained 
by  payments  to  the  signers  or  by  misrepresentation  of  the  contents 
of  the  petitions.     Moreover,  many  abuses  were  disclosed  in  con- 
nection with  the  attestations  by  notaries  public  to  the  affidavits 
required  to  be  made  by  the  solicitor  and  attached  to  each  part 
petition;  these  abuses  were  such  as  the  failure  of  the  notary  to 
swear  the  solicitors,  or  swearing  them  by  proxy,  or  swearing  the 
solicitors  when  the  notary  had  good  reason  to  believe  that  names 
on  the  petition  were  forgeries. 

Despite  the  large  number  of  invalid  signatures  disclosed  in 
the  hearing  before  the  Ohio  secretary  of  state,  there  was  a  wide- 
spread popular  feeling  that  the  administration  had  displayed  undue 
industry  in  throwing  out  questionable  signatures  and  that  it  had 
taken  advantage  of  the  existence  of  fraud  to  throw  out  many 
petitions  which  were  of  only  doubtful  validity  at  worst.    The  secre- 
tary of  state  in  his  decbions  and  the  attorney-general  in  his  rulings 
were  accused  of  using  the  powers  of  their  offices,  at  the  behest  of 
the  governor,  to  forestall  arbitrarily  the  referendum.    The  gover- 
nor's motive  was  considered  to  be  determined  by  his  fear  of  the 
test  of  a  popular  referendum  upon  the  acts  in  question  and  in  his 
desire  to  secure  at  all  costs  the  power  which  would  come  to  hun  from 
the  patronage  conferred  by  the  tax  assessor  law.    As  a  result  of  the 
secretary  of  state's  decisions  in  the  hearing  the  number  of  dgnatnxes 
adjudged  by  hun  to  be  valid  was  far  short  of  the  constitutional 
requirement.    The  secretary  of  the  Ohio  Equity  Association  applied 
to  the  supreme  court  of  the  state  for  a  mandamus  to  be  directed 
against  the  secretary  of  state  to  compel  him  to  place  the  laws  upon 
the  ballot.    The  court  refused  to  issue  the  writ,  upholding  the 
attorney-general's  ruling  that  the  secretary  of  state,  as  state  super- 
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visor  of  elections,  has  authority  to  determine  the  sufficiency  and 
validity  of  petitions  filed  with  him,  and  that  his  decision  thereon 
is  final,  unless  such  decision  has  been  fraudulently  or  corruptly 
made  or  unless  he  has  been  guilty  of  an  abuse  of  discretion;  and 
sustaining  also  the  attorney-general's  ruling  that  a  false  affidavit 
or  an  imperfect  swearing  by  the  notary  invalidates  all  signatures 
upon  the  part  of  the  petition  in  question.  This  decision  was  renr 
dered  by  a  vote  of  five  to  one,  the  dissenting  judge  being  the  sole 
Republican  judge  on  the  supreme  bench  and  the  five  majority 
judges  including  four  Democrats  and  one  Progressive. 

In  1914  a  special  session  of  the  Democratic  legislature  of  Ohio 
passed  a  law  to  provide  further  safeguards  for  initiative  and  refer- 
endum petitions.  The  object  of  this  law  was  to  prevent  a  repe- 
tition of  the  frauds,  but  not  of  the  executive  interference,  that 
appeared  in  connection  with  the  petitions  of  1913.  This  law  estab- 
lished strict  requirements  as  to  the  form  and  arrangement  of  peti- 
tion blanks,  required  a  statement  of  receipts  and  expenditures  by 
circulators  of  petitions  to  be  made  before  elections,  provided  penal- 
ties for  methods  such  as  those  practised  by  circulators  in  1913, 
and  made  provision  for  a  preliminary  local  examination  of  petitions 
by  county  boards  of  election;  these  boards  were  not  given  powers 
of  final  decision  but  were  required  to  report  to  the  secretary  of  state 
cases  of  invalid  signatures  and  illegal  practices  which  they  might 
discover. 

Executive  interference  in  legislation  was  a  dominant  issue  in 
the  state  election  of  1914  in  Ohio.  The  Republican  attacks  upon 
the  record  of  Governor  Cox,  who  was  a  candidate  for  rejection, 
were  directed  partly  to  his  activities  in  securing  legislation  consol- 
idating and  centralizing  state  administration,  and  partly  to  his 
policy  of  executive  interference  in  legation.  This  latter  attack 
drew  attention  not  only  to  his  dominating  leadership  of  the  general 
assembly,  but  also  to  his  part  in  blocking  the  referendum  against 
two  of  his  cherished  laws,  one  of  which  greatly  extended  his  powers 
of  central  administrative  control.  The  Republicans  were  victorious 
in  the  election  of  1914;  and  it  is  generally  believed  that  the  gover- 
nor's activity  in  connection^with  the  petition  hearings  of  1913 
was  an  important  factor  in  causing  his  defeat. 
Irr^The  Ohio  Republican  legislature  of  1915  repealed  the  tax 
assessor  law  which  had  been  withheld  from  the  referendum.    They 
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also  passed  a  law  giving  to  local  tribunals  final  power  in  decidinir 
upon  the  validity  and  suflBiciency  of  petitions.     This  law  provides 
that  if  the  county  board  of  election  find  any  signatures  insufficient 
it  shall,  after  notifying  the  persons  concerned  with  the  solicitation 
of  those  signatiires,  proceed  to  establish  the  insufiSciency  of  the 
signatures  before  the  court  of  common  pleas  of  the  county,  whose 
decision  shall  be  final.     The  county  board  is  required  to  return 
the  petitions  to  the  secretary  of  state,  with  a  certification  of  the 
total  number  of  valid  signatures  on  such  petitions.     The  number 
so  certified  must  be  used  by  the  secretary  of  state  in  determining 
the  total  number  of  valid  signatures,  which  he  is  merely  to  record 
and  announce.     Thus  power  is  withdrawn  from  the  secretary  of 
state  to  further  the  legislative  aspirations  of  the  administration 
by  interfering  with  the  application  of  petitions;  unless  the  supreme 
court  should  hold  that  the  statute  cannot  withdraw  from  the  sec- 
retary of  state  power  of  judgment  upon  the  validity  of  petitions, 
since  such  powers  may  be  held  to  attach  to  him  as  a  necessary 
implication  from  the  constitutional  provision  requiring  that  the 
petition  be  filed  in  his  oflSce.     It  is  probably  desirable  that  such 
powers  be  wholly  withdrawn  from  any  state  executive  oflScer  in 
order  to  relieve  the  administration  of  suspicion  of  prejudiced  action. 
This  is  important  in  view  of  the  aggressive  leadership  in  legislative 
policy  which  governors  sometimes  incline  to  assume  nowadays. 

Recent  centralizing  laws  in  some  states  give  the  officers  of 
state  administration  many  subordinates  in  the  various  localities. 
A  further  consideration  on  the  interworkings  of  state  adminis- 
tration and  direct  legislation  relates  thus  to  the  question  whether 
this  condition  places  dangerous  powers  in  the  hands  of  state  admin- 
istrative officers  to  further  their  legislative  ends  by  exerting  \nfiu- 
ence  over  their  subordinates  to  promote  the  circulation  of  petitions. 
Here  again  a  recent  experience  in  Ohio  affords  illustration  for 
the  question  in  point.     The  Republican  legislature  of  1915  passed 
a  law  upsetting  the  state  liquor  license  conunission  which  had  been 
created  by  the  Democratic  legislature  of  1913,  and  substituted 
local  selection  for  state  appointment  of  county  liquor  license  com- 
missioners.    One  of  the  members  of  the  state  liquor  license  com- 
mission who  would  be  deprived  of  office  by  the  new  law,  brought  the 
pressure  of  his  influence  over  the  local  commissioners  in  such  a  way 
as  to  secure  their  active  cooperation  in  the  circulation  of  petitions 
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against  the  liquor  license  ripper  law  of  1915.  This  law  was  de- 
feated at  the  referendum  and  the  law  of  1913  was  thus  preserved 
and  the  state  commissioner  above  mentioned  maintained  in  office. 
After  the  election,  the  Republican  governor  who  had  been  advocate 
and  supporter  of  the  new  liquor  license  law,  charged  the  commissioner 
with  gross  misconduct  in  office  in  urging  his  subordinates  to  uise 
their  influence  with  saloon  keepers  in  such  a  way  as  to  promote 
the  securing  of  signatures  to  the  referendum  petitions,  and  ordered 
his  removal  from  office.  The  supreme  court,  however,  by  a  majority 
decision  of  the  Democratic  judges  over  the  dissenting  opinions 
of  the  minority  Republican  judges,  restored  the  commissioner 
to  office  on  the  ground  that  the  activities  of  the  latter  did  not 
constitute  gross  misconduct  in  office.  A  decision  uninfluenced 
by  the  partisan  differences  arising  out  of  the  issue  of  centralization 
of  state  government  would  probably  have  sustained  the  governor's 
removal.  Nevertheless,  the  incident  reveals  ways  in  which  officials 
of  the  state  administration  under  a  centralized  system  may  be 
tempted  to  use  their  powers  over  local  subordinates  to  promote 
attacks  upon  measures  enacted  by  the  legislature  against  their 
opposition.  Under  normal  circumstances,  public  opinion  will 
doubtless  prove  an  adequate  check  to  abuses  of  this  nature. 

It  has  been  proposed  to  provide  the  governor  with  a  regular 
way  for  obtaining  popular  decision  when  he  unsuccessf uUy  opposes 
measures  coming  from  the  legislature.  This  proposal  calls  for  the 
automatic  reference  of  all  vetoed  bills  directly  to  the  people  in 
lieu  of  the  return  of  such  bills  to  the  legislature,  as  at  present.'  It  is 
argued  that  where  the  governor  discovers  defects  in  any  bill  suffi- 
cient to  warrant  his  veto,  the  people,  rather  than  the  legislature 
which  originated  the  bill  objected  to,  should  determine  the  conflict 
of  opinion  between  governor  and  legislature. 

A  final  consideration  as  to  the  consequences  of  direct  legisla- 
tion for  the  governor's  position  as  legislative  leader  presents  the 
question  as  to  whether  his  position  may  be  weakened  by  the  oppor- 
tunities which  the  system  of  direct  legislation  presents  to  adverse  fac- 
tions or  interests  to  upset  his  legislative  program.  We  have  noted 
above  that  it  was  only  by  dogged  persistence  through  possibly  unfair 
means,  on  the  part  of  Governor  Cox  that  three  of  his  measures  were 
saved  from  attack  by  the  referendum  in  1913 ;  and  it  is  widely  believed, 
«  Bamett,  The  Initiative,  Referendum,  and  RecdU  in  Oregon,  p.  126. 
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by  supporters  as  well  as  opponents  of  his  policies;  that  two  of  those 
measures  would  have  been  defeated  had  the  referendum  been 
allowed.    Fiuthermore,  in  1916  two  of  the  enactments  for  which 
Governor  Willis  had,  in  a  less  aggressive  and  open  manner,  stood 
sponsor  before  the  legislature  and  the  public,  were  defeated  at  the 
polls  in  the  November  election.    It  is  obviously  improper  for  the 
state  administration  to  seek  to  protect  its  legislative  program  from 
outside  attack,  through  its  control  over  the  machinery  of  petitions 
and  elections  or  through  its  influence  over  local  subordinates.    Nor 
does  there  appear  to  be  a  practicable  way  whereby  formal  powers 
can  be  conferred  upon  the  governor  or  his  colleagues  to  defend 
their  l^slative  achievements  from  interference  through  legitimate 
use  of  the  referendum.     It  can  only  be  suggested,  therefore,  that 
in  so  far  as  we  approve  executive  leadership  in  the  work  of  the 
legislattires  we  must  also  accord  to  the  executives  a  tolerant  hear- 
ing when  they  appear  before  the  public  as  speakers  in  support  of 
measures  which,    having   been   promoted   by  them   successfully 
through  the  legislature,  are  subjected  to  the  further  test  of  a  pop- 
ular referendum. 

The  other  side  of  the  question  of  the  interworkings  of  direct 
legislation  and  state  administration  relates  to  the  effect  of  popular 
lawmaking  upon  administrative  eflSciency.  Examination  of  the 
character  of  measures  submitted  by  popular  petition  reveals  that 
it  is  not  only  matters  of  social  and  economic  policy  or  of  general 
political  structure,  upon  which  the  people  demand  the  privilege 
of  expressing  direct  voice.  Some  measures  which  have  been  popu- 
larly initiated  relate  to  matters  of  administrative  policy  and  some 
are  of  a  semi-technical  character.  Thus  during  1914  measures  of 
the  following  titles  were  submitted  by  initiative  petitions:  regulating 
the  placing,  use  and  maintenance  of  electric  poles,  wires,  cables 
and  appliances;*  creating  a  state  board  of  drugless  practice,** 
regulating  requirements  of  dentists  to  practice  in  the  state;  creating 
a  tax  code  commission  to  be  appointed  by  the  governor;  consoli- 
dating the  corporation  and  insurance  departments.' 

It  is  peculiarly  in  such  matters  of  administrative  le^slation 
that  constant  and  intimate  communication  between  admimstxative 

*  In  Arizona;  adopted. 

^  In  California;  defeated. 

•  The  three  measures  last  enumerated  were  submitted  in  Oregon  and  were 
defeated. 
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heads  and  lawmaking  authorities  is  required  throughout  the  process 
of  formulation  and  discussion  of  proposed  laws.  The  ne^ect  of 
our  legislatures,  when  engaged  in  enacting  laws  affecting  the  forms 
and  fimctions  of  administrative  ofBces,  to  utilize  the  exi>ert  infor- 
mation and  correction  which  they  were  in  position  to  obtain  from 
the  actual  administrators  of  these  offices  has  been  a  primary  factor 
in  producing  the  inefficiency  and  wastefulness  in  our  state  adminia- 
tration,  to  which  we  so  frequently  point  in  dismay.  Wh^  admin- 
istrators and  lawmakers  are  at  so  much  greater  distances  from  one 
another,  as  must  be  true  where  the  lawmakers  are  the  voters  acting 
directly  in  their  various  precincts,  it  is  perhaps  natural  to  question 
whether  our  administrative  organization  is  not  in  danger  61  being 
further  weakened  by  ill-coordinated  extensions  and  modifications. 

Two  considerations  would  seem  to  determine  the  answer  to 
the  question  just  put,  so  far  as  it  relates  to  the  possibility  and 
occasion  for  introducing  further  safeguards  against  the  use  of  the 
instrumentalities  of  direct  legislation  upon  matters  of  adminis- 
trative and  technical  character.  In  the  first  place,  beyond  the 
exclusion  of  tax  levies  and  appropriations  from  the  oparation  of 
the  initiative,  it  does  not  seem  possible  to  discover  a  satisfactory 
basis  for  discriminating  with  any  approach  to  practical  and  legal 
precision  between  laws,  on  the  one  hand,  which  relate  to  funda- 
mental and  general  structure  and  policy  and  are,  therefore,  sus- 
ceptible to  reasonable  judgment  on  the  part  of  voters  acting  directly, 
and,  on  the  other  hand,  laws  which  are  of  such  technical  and  sup- 
plementary character,  requiring  specialized  knowledge  for  their 
proper  estimation,  that  they  cannot  be  adequately  judged  by  the 
mass  of  voters  even  under  the  tutelage  of  administrative  leaders 
who  may  seek  to  inform  them  through  the  press  and  upon  the  plat- 
form. In  the  second  place,  examination  of  the  subjects  of  measures 
upon  which  the  operation  of  direct  legislation  is  actually  invoked 
does  not  disclose  that  we  are  in  serious  danger  of  extended  misap- 
plication of  the  system  by  using  it  for  legislation  of  mere  adminis- 
trative and  technical  consequence.  Titles  of  the  character  listed 
above,  by  way  of  giving  illustrations  of  administrative  matters 
to  which  direct  legislation  has  been  applied,  are  relatively  few  in 
number.  The  people  do  not  frequently  become  interested  in  pro- 
moting or  defeating  legislation  of  such  character. 

To  approach  more  nearly  to  a  discovery  of  the  ultimate  effects 
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of  direct  legislation  upon  the   operation  of  state  administration 
we  must  revert  to  the  subject  of  executive  participation  in  legisla- 
tion.    We  have  noted  that  cooperation  of  the  administration  in 
the  work  of  the  state  legislatures  has  been    in    some    instances 
followed  up  by  activity  in  the  paths  of  direct  legislation  and  that 
proposals  have  been  put  forward  to  facilitate  this  kind  of  activity. 
The   accumulation  of  legislative  duties   upon  the  governor    the 
absorption  of  his  attention  in  matters  of  legislative  policy  and 
tactics,  make  more  indispensable  a  reconstruction  and  simplifica- 
tion in  our  state  administrative  machinery.     If  the  governor  is 
to  become  more  of  a  legislative  leader,  two  conditions  are  essential 
to  make  him  a  more  responsible  and  effective  director  of  adminis- 
tration.    In  the  first  place,  state  administration  must  be  so  con- 
solidated as  to  unify  and  clarify  his  tasks  as  administrative  leader; 
in  the  second  place,  the  principles  of  expertness  and  permanency 
of  tenure  in  the  civil  service  must  be  so  extended  as  to  relieve  him 
from  the  distractions  attending  the  disposition  of  patronage  and  to 
provide  him  with  a  body  of  trained  and  reliable  subordinates. 

Thus  through  executive  participation  in  legislation  problems 
of  direct  legislation  are  interrelated  with  the  problems  of  merit  and 
standardization  in  the  civil  service,  centralization  and  consolida- 
tion of  administration,  and  the  short  ballot.  Those  who  advocate 
the  closest  consolidation  of  our  state  government — to  the  extent 
of  placing  legislative  and  executive  powers  and  responsibilities 
in  the  same  hands,  point  to  the  initiative  and  the  referendum  as 
adequate  safeguards  against  dangers  of  arbitrariness  and  venality 
that  might  otherwise  make  such  a  combination  undesirable. 
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PUBLIC  HEALTH  AND  POLITICS 

By  Edwabb  a.  Morbb, 

Assistant  Secretary  of  the  New  York  State  Charities  Aid  Association. 

Words,  like  children,  suffer  terribly  from  faulty  environment. 
''Politics"  has  been  cramped,  stunted  and  morally  corrupted  by  its 
environment.  There  is  no  word  in  the  English  language  that  de- 
scribes a  more  important  field  of  human  welfare  and  service.  Yet 
what  word  expresses  more  contempt  to  the  minds  of  many  good 
people  than  the  term  "politician''  or  "professional  politician"? 

That  is  why  the  invitation  to  prepare  this  article  was  a  request 
for  a  paper  on  "Ridding  Public  Health  and  Welfare  Administration 
of  Politics."  "Politics,"  to  the  one  who  framed  that  title,  means 
or  rather  connotes  the  same  evils  that  are  expressed  by  the  word  to 
probably  a  majority  of  people.  It  means,  not  public  service  and 
an  activity  in  the  affairs  of  the  community,  but  corrupt  politics, 
partisan  politics,  politics  for  the  purpose  of  personal  or  party  aggran- 
dizement 

Now  if  we  were  to  actually  rid  public  health  of  politics  we  would 
strike  out  "public."  Public  health  out  of  politics  means  merely  the 
private  practice  of  medicine. 

The  best  way  to  rid  public  health  and  social  welfare  activities 
of  politics  is  to  put  them  into  politics  so  definitely  and  so  completely 
that  the  "politician,"  so  called,  will  always  realize,  in  dealing  with 
these  subjects,  that  they  are  matters  of  such  vast  importance  in 
the  every-day  life  of  the  people  that  the  voters  will  not  tolerate 
their  emplojrment  by  the  "organization"  for  its  own  advancement, 
to  the  detriment  of  the  agencies  themselves. 

In  other  words,  I  would  erect  before  each  social  service  agency, 
a  gong  and  a  sign.  I  would  say  on  that  sign:  "Stop — Look — 
Listen.  Look  out  for  the  public  opinion  express.  This  belongs  to 
the  pubUc.  Trespassers  who  fail  to  get  out  of  the  way  of  the  engine 
will  be  run  down!" 

It  is  not  difficult  to  establish  a  proper  attitude  towards  social 
welfare  activities  in  the  mind  of  the  politician.  Let  me  say,  paren- 
thetically, that  in  referring  to  politician  I  do  not  in  any  way  dis- 
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parage  the  man  in  public  life,  either  the  oflSce  holder  or  the  man  who 
directs  the  affairs  of  political  organizations.     The  politician,  or 
possibly  I  should  say  the  elected  official  or  political  manager,  is 
quick  to  seize  upon  policies  that  are  i>opular.     The  one  who  doesn't 
soon  goes  into  the  discard.     The  wise  political  leader  of  all  times 
has  recognized  certain  fields  in  the  public's  affairs  that  were  well 
placarded  with   "No   Trespass"   signs.     The  old-time  politician 
occasionally  disregarded  these  signs.     Through  a  consistent  working 
out  of  the  law  of  natural  selection,  that  kind  of  a  politician  has,  to 
a  degree,  become  a  relic  of  an  older  and  less  enlightened  time.    The 
politician  has  acquired  an  instinct  akin  to  a  child's  avoidance  of 
a  hot  poker. 

Recognizing,  of  course,  that  certain  forms  of  government  are 
particularly  suited  to  advance  the  interests  of  the  self-seeking 
politician,  and  that  other  forms  no  longer  experimental  seem  well 
calculated  to  make  more  difficult  the  abuse  of  social  welfare  activi- 
ties by  political  organizations,  the  author  does  not  concern  himself 
in  this  paper  with  governmental  forms. 

The  most  ardent  supporter  of  the  commission  form  of  govern- 
ment for  cities,  of  broad  gauged  reforms  in  county  government  and 
the  cabinet  system  in  the  state  government,  will  agree  that  in  the 
last  analysis  the  fact  of  good  or  bad  government  depends  upon  the 
kind  of  person  administering  it.  Provide  simplicity;  provide  clear 
lines  of  responsibility;  provide  adequate  checks  and  balances  and 
do  away  with  district  representation  carried  to  an  extreme  in  the 
administration  of  state,  county  and  city  affairs,  and  you  have  do&e 
about  all  that  you  can  do  by  statute  to  eliminate  the  evil  of  par- 
tisan commercial  politics. 

Fundamentally,  then,  we  are  striving  in  all  of  our  governmental 
•  reforms,  to  make  it  easier  for  the  voter  to  get  at  the  official  respon- 
sible for  maladministration.  In  other  words,  we  are  bringing 
governmental  affairs  out  into  the  open,  displaying  them  where  all 
may  view  them,  so  that  the  honest,  efficient  official  may  be  rewarded, 
and  the  dishonest,  inefficient  official  may  be  effectively  damned. 

A  ''reform  movement"  is  merely  an  attempt  to  focus  public 
opinion  on  the  particular  phase  of  public  affairs  that  needs — -at  least 
in  the  minds  of  the  reform  group — ^to  be  corrected-  Realizing, 
then,  that  upon  the  voters  themselves,  in  the  last  analysis,  rests  the 
responsibility  for  keeping  evil  partisan  politics  out  of  social  wel- 
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fare  activities,  we  must  face  not  only  the  problem  of  stimulating 
interest  in  public  affairs,  but  also  the  problem  of  so  organizing  the 
voters'  interest  that  effective  machinery  will  be  provided  for  in- 
forming them  as  to  what  is  going  on,  and  in  refocussing,  as  occasion 
demands,  the  public  opinion  which  everyone  knows  exists,  in  support 
of  efficient  administration. 

This  problem  is  especially  vital  in  the  newer  fields  of  social 
welfare  activities.  Labor  departments  are  relatively  new;  depart- 
ments of  charities,  with  their  immense  institutions  and  large  pay- 
rolls; prison  departments  with  their  prolific  opportunities  for  graft 
and  maladministration;  and  probably  the  newest  important  field 
of  social  welfare  work,  and  the  one  with  which  the  writer  happens  to 
be  most  familiar,  the  departments  of  health — are  all  comparatively 
recent  additions  to  ciur  governmental  responsibilities. 

Originally  governmental  function  was  restricted  practically  to 
police  duty,  at  home  and  abroad,  and  to  the  duty  of  levying  and 
collecting  taxes  for  the  support  of  that  function. 

People  have  long  realized  the  importance  of  protecting  the 
public  treasury  and  the  other  original  governmental  interests  from 
graft  and  inefficiency*  They  have  set  up  all  sorts  of  statutory 
protective  devices.  In  the  newer  fields  of  public  work,  however, 
we  have  seen  in  recent  years  many  disgraceful  efforts  to  prostitute 
social  welfare  for  party  aggrandizement.  These  attempts  have 
usually  gone  on  until  the  voters  have  realized  the  extent  to  which 
the  new  activities  affected  the  welfare  of  each  individual.  Then 
politicians  and  parties  have  received  rude  awakenings  and  the  raids 
have  ceased. 

To  meet  this  situation,  and  to  serve  as  perpetual  warning  sign 
posts,  and  to  focus  public  attention  on  the  conduct  of  social  govern- 
mental activities,  there  have  sprung  up  all  kinds  of  associations  of  • 
private  citizens  brought  together  for  the  purpose  of  stimulating 
interest- in  various  fields,  and  focussing  public  opinion  on  esp)ecially 
grave  evils  as  they  develop.  To  this  new  development  is  due  in 
large  measure  the  growth  of  a  new  attitude  on  the  part  of  politi- 
cians toward  social  welfare  activities. 

The  names  of  these  organizations  are  significant  of  their  pur- 
pose, and  illustrate  very  well  the  growing  recognition  of  the  im- 
portance of  stimulating  and  keeping  alive  public  interest  in  public 
affairs. 
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Among  these  are  our  municipal  leagues,  city  clubs,  citizens' 
unions,  legislative  voters  associations,  civil  service  reform  associa- 
tions and  public  health  associations.  Closely  allied  to  these  are 
many  organizations  whose  main  purposes  are  other  than  that  of 
interest  in  governmental  affairs  but  who  interest  themselves  more 
or  less  constantly  in  certain  phases  of  national,  state  and  local  ad- 
ministrations. Among  the  latter  are  the  grange,  women's  clubs, 
churches,  lodges,  labor  unions  and  even  organizations  of  officials 
themselves,  such  as  state  conferences  of  mayors,  tax  officials  and 
other  state  and  national  organizations  of  elected  or  appointed 
officials. 

The  remaining  space  allotted  for  the  presentation  of  this  topic 
can  best  be  employed  by  an  account  of  a  rather  spectacular  cam- 
paign to  focus  public  opinion  on  the  work  of  the  New  York  State 
Department  of  Health,  that  succeeded  in  defeating  one  of  the 
strongest  political  moves  that  could  well  be  conceived. 

In  order  to  give  an  accurate  picture  of  the  situation,  it  will  be 
necessary  to  give  a  short  account  of  certain  important  developments 
that  lead  up  to  it.  In  this  account,  in  order  to  fix  clearly  in  the 
mind  of  the  reader  the  political  significance  of  certain  events  with 
which  this  article  deals,  persons  and  parties  are  referred  to.  It 
should  be  said  here,  however,  that  the  author  in  no  way  questions 
the  sincerity  of  their  motives.  The  strengthening  of  a  political 
organization  is  a  highly  important  public  duty.  Those  who  opposed 
the  attempted  health  legislation  in  New  York  State  in  1915  be- 
lieved that  the  pubUc  was  served  by  preventing  the  building  up  of 
the  organization  at  the  expense  of  efficiency  in  such  a  highly  im- 
portant social  welfare  activity  as  the  department  of  health. 

Legislators  who  lent  their  support  to  the  move  to  reorganize 
the  state  department  of  health  did  so,  no  doubt,  from  what  they 
considered  worthy  motives.  It  is  also  undoubtedly  true  that  their 
attitude  was  due  to  lack  of  information  as  to  the  standards  that  had 
been  applied  by  the  health  commissioner  in  making  his  appoint- 
ments in  the  reorganized  department.  They  believed,  from  many 
sad  experiences  with  similarly  reorganized  departments,  that  it 
had  been  done  on  a  political  basis,  and  that  a  desire  for  patronage 
had  been  the  controlling  motive  with  the  opposing  party  in  the 
enactment  of  the  laws  upon  which  the  reorganization  was  based. 
It  is  only  fair  to  say  that  many  of  the  men  who  supported  the  bills 
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entirely  changed  their  attitude  when  they  knew  the  facts,  and  under- 
stood the  spirit  of  social  service  that  had  actuated  the  conunissioner 
throughout. 

In  1913,  the  governor,  Senate  and  Assembly  being  Democratic, 
a  commission  was  appointed  by  Governor  Sulzer  to  investigate  the 
public  health  law  and  its  administration.  Based  upon  this  com- 
mission's investigation  a  new  health  law  was  enacted,  creating  a 
public  health  coimcil  with  power  to  enact  a  sanitary  code  for  the 
whole  state  to  take  the  place  of  the  fourteen  himdred  antiquated 
sanitary  codes  then  in  existence  in  the  fourteen  himdred  different 
towns  and  villages;  creating  nine  divisions  in  the  department  of 
health;  creating  at  least  twenty  sanitary  districts,  the  health  work 
of  each  of  which  should  be  under  a  sanitary  supervisor;  increasing 
the  term  of  the  commissioner  to  six  years,  and  increasing  his  com- 
pensation, and  in  various  other  ways  strengthening  the  law  and  iii- 
creasing  the  department's  opportunity  to  apply  to  the  state's  health 
work  the  scientific  principles  which  have  been  developed  by  modem 
medical  research.  Public  health  experts  in  all  parts  of  the  country 
have  declared  the  law  a  model  and  look  upon  it  as  a  most  progressive 
and  important  step  in  health  legislation. 

In  1914  Governor  Gljmn,  a  Democrat,  appointed  Dr.  Hermann 
M.  Biggs,  who  happened  to  be  a  Democrat,  as  commissioner,  and 
the  work  of  reorganizing  the  department  of  health  began,  along  the 
lines  established  by  the  health  commission,  of  which  he  was  chair- 
man. The  appointment  was  in  no  sense  political  and  the  depart- 
ment was  organized  on  the  basis  of  merit  alone.  The  reorganiza- 
tion of  the  department  was  substantially  completed,  and  the  work 
was  fairly  under  way,  when  the  legislature  convened  on  January 
1,  1915. 

With  a  Republican  governor,  and  a  Republican  Senate  and 
Assembly,  it  was  only  natural  that  serious  consideration  should  be 
given  to  a  department  headed  by  a  Democrat  appointed  by  a  Demo- 
cratic governor  under  the  provisions  of  a  law  passed  by  a  Demo- 
cratic legislature  and  signed  by  another  Democratic  governor. 
Such  proved  to  be  the  case  for  soon  after  the  legislature  convened 
disturbing  rumors  were  heard  in  Albany  as  to  the  intentions  of 
certain  leaders  of  the  majority  in  reference  to  the  state  department 
of  health. 

Confidential  information  from  legislators  who,  by  reason  of 


Digitized  by 


Google 


Public  .HmAXTH  and  Poiiincs 


139 


their  prominence  in  the  counsels  of  the  majority,  were  competent 
to  speak,  indicated  that  there  was  a  well-defined  intention  on  the 
part  of  certain  members  of  the  majority  to  revise  the  public  health 
law  BO  as  to  make  the  position  of  conmiissioner  imtenable  by  the 
present  incumbent,  and  to  generally  reduce  the  department's  staflF 
and  its  opportunity  for  advanced  health  work. 

The  State  Charities  Aid  Association,  an  unofficial  volunteer 
organization,  receiving  no  public  fimds,  through  its  tuberculosis 
committee  had  become  impressed  with  the  necessity  for  maintaining 
the  efficiency  of  the  state's  health  work.  This  natural  interest  in 
the  legislature's  attitude  toward  the  health  department  was  en- 
hanced by  the  fact  that  the  association  had  taken  an  active  part 
in  the  investigation  that  preceded  the  introduction  of  the  new 
public  health  law,  and  an  even  more  active  part  in  the  campaign  to 
secure  its  adoption. 

The  first  formal  statement  as  to  the  intention  of  the  majority 
of  the  legislature  in  regard  to  the  health  department  came  on  March 
14.  In  annoimcing  a  program  for  the  following  weeks  of  the  legis- 
lative session,  the  majority  leader  of  the  Senate  stated  that  the 
appropriations  for  the  department  of  health  would  be  cut  in  half. 
The  effort  to  maintain  the  department  and  its  admirable  organ- 
ization dated  from  that  announcement,  although  previously  the 
association  had  undertaken  by  circular  letters  and  newspaper  pub- 
licity to  focus  public  opinion  on  the  need  for  an  appropriation  for 
a  tuberculosis  division,  and  the  need  for  adequate  appropriations 
for  the  educational  work  of  the  department. 

On  March  23,  the  majority  leader  of  the  Assembly  introduced 
the  first  of  five  bills,  whose  enactment  would  have  greatly  crippled 
the  efficiency  of  the  department.  The  association's  work  in  sup- 
port of  the  health  department  thereafter  became  most  active  and 
from  April  1  was  as  intensive  and  effective  as  the  association  could 
make  it. 

These  bills,  if  they  had  been  enacted,  would  have  made  the 
position  untenable  by  Doctor  Biggs  and  would  have  driven  out  sev- 
eral of  the  division  directors;  would  have  made  the  establishment 
of  sanitary  districts  by  the  commissioner  discretionary  instead  of 
mandatory;  would  have  reduced  the  number  of  districts  to  ten 
and  would  have  reduced  the  salary  of  the  sanitary  supervisors  to 
$2,600;  would  have  made  the  establishment  of  the  nine  divisions 
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of  the  department  discretionary  instead  of  mandatory.  They 
would  have  stricken  out  of  the  health  law  the  provision  requiring 
the  public  health  coimcil  to  prescribe  the  qualifications  of  direc- 
tors of  divisions,  sanitQ.ry  supervisors,  local  health  officers  and 
public  health  nurses,  thereby  making  it  impossible  to  restrict  the 
applicants  for  these  positions  to  persons  properly  qualified  to 
hold  them.  They  would  have  required  the  sanitary  code  to  be 
submitted  to  the  legislature  for  approval  before  it  could  have  the 
effect  of  law  and  would  have  repealed  the  present  excellent  sanitary 
code. 

It  is  needless  to  describe  to  sane  thinking  men  what  the  effect 
of  the  enactment  of  these  bills  would  have  been.  We  now  know, 
for  sure,  as  we  had  always  assumed  to  be  the  case,  that  the  depart- 
ment would  have  been  safe  even  if  the  bills  had  passed  the  legisla- 
ture, for  Governor  Charles  S.  Whitman  would  have  vetoed  them. 
The  governor's  admirable  address  before  the  American  Public 
Health  Association  at  Rochester  was  a  whole-hearted  intelligent 
endorsement  of  Doctor  Biggs  and  his  work  and  evinced  a  most 
encouragingly  far-seeing  interest  in  progressive  health  work.  It 
nevertheless  seemed  wise  to  relieve  the  governor,  as  much  as  pos- 
sible, of  pressure  from  legislative  leaders  in  this  regard.  No  effort 
was  spared,  therefore,  to  defeat  the  bills  in  the  legislative  stage. 

The  campaign  for  the  defeat  of  these  five  bills  and  for  adequate 
appropriations  for  the  department  was  essentially  a  campaign  of 
pubUcity.  It  put  a  warning  sign  post  all-over  the  public  health 
field  in  New  York  state.  It  was  a  successful  endeavor  to  focus 
upon  the  legislature  the  public's  opinion  of  the  work  of  the  state 
department  of  health.  The  association  believed  that  the  depart- 
ment had  firmly  entrenched  itself  in  the  public  mind  for  the  first 
time  in  the  history  of  the  state  as  an  efficient  organisation  working 
out  a  well-considered  program  for  the  reduction  of  the  state's 
death  rate  by  the  application  of  the  principles  established  by  modern 
medical  research.  The  problem  presented,  therefore,  was  to  find 
means  of  expressing  this  sentiment  to  the  leaders  of  the  legisla- 
ture. The  success  of  the  association's  efforts  was  due,  not  merely 
to  the  methods  employed,  but  also,  and  to  very  larger  degree,  to 
the  fact  that  the  department's  work  justified  all  that  could  be 
said  in  praise  of  it. 

So  great  was  the  protest  against  the  attacks  on  the  department 
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that  all  of  the  five  bUls  were  defeated  and  the  department  was 
granted  nearly  adequate  appropriations,  although  the  appropriation 
bill  carried  the  salaries  of  only  ten  of  the  twenty  supervisors.  Be- 
sides this,  six  bills  which  had  been  introduced  in  the  Assembly  and 
four  in  the  Senate,  all  of  them  practically  identical,  and  which  would 
have  stricken  from  the  health  law  the  minimum  wage  for  health 
officers,  failed  of  passage. 

It  seems  likely  that  readers  of  The  Annals  may  be  interested 
in  a  short  description  of  the  details  of  the  campaign.  The  plan 
involved  first  the  creation  of  a  psychological  background  of  general 
newspaper  publicity.  We  felt  that  against  such  a  background 
our  letters  appealing  for  definite  action  and  for  the  organization  of 
meetings  would  bring  better  results.  Second,  we  sent  representa- 
tives into  the  field  to  organize  meetings  and  to  learn  the  extent 
and  the  kind  of  sentiment  in  the  various  localities,  and  to  bring 
that  sentiment  before  the  legislature  in  the  form  of  resolutions, 
letters,  telegrams  and  newspaper  articles.  Third,  of  course,  we 
requested  and  were  granted  hearings  before  the  committees  of  the 
legislature  to  which  the  various  bills  had  been  referred.  The  pub- 
licity campaign  extending  over  a  period  of  six  weeks  involved  the 
following  efforts: 

9  newBpai>er  articles  were  mailed  to  168  daily  newspapers. 

8  news  articles  were  mailed  to  866  daily  and  weekly  papers. 

2  stereotype  plate  artioles,  one  colunm  each,  were  expressed  to  a  list  of  440 
daily  and  weddy  papers. 

Space  was  purchased  in  55  of  the  leading  up-state  newspapers,  in  which  was 
published  a  stereotype,  two-coliunn  argument  against  the  Hinman  bills 
and  in  favor  of  adequate  health  appropriations.  This  reached  a  circu- 
lation of  851,538  and,  judged  by  advertisers'  estimates,  was  read  by  not 
less  than  three  times  that  number,  or  2,544,614  persons.  The  article 
indicated  by  its  form  that  it  was  published  in  paid-for  space. 

866  letters  were  sent  to  the  daily  newspapers,  thanking  them  for  their  co5p- 
eration  and  suggesting  further  possible  editorials. 

37  personal  letters  were  sent  to  editors  on  a  specially  selected  list,  expressing 
appreciation  of  their  special  interest  and  suggesting  further  editorial 
coxxunent. 

Personal  interviews  with  the  editors  of  the  New  York  City  papers  brought 
forth  imanimous  editorial  support. 

The  results  of  this  publicity  campaign  were  extremely  Batis- 
f  actory  and  were,  in  measure,  rather  striking.  Our  clipping  bureau 
cut  nearly  1,100  separate  clippings,  181  of  which  were  editorials 
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and  915  news  stories.  The  news  stories  alone  showed  that  12,595 
inches  of  space  were  devoted  to  a  discussion  of  the  attack  on  the 
health  department.  We  received  over  1,250  inches  of  favorable 
editorial  comment.  Publicity  experts  figxu*e  that  not  more  than 
one-fifth  of  actual  results  ever  appear  in  a  clipping  bureau  service. 
On  this  basis  we  secured  the  surprising  total  of  69,225  inches  of 
space.    This  is  more  than  a  mile. 

Practically  all  of  the  editorials  were  strongly  favorable,  regard- 
less of  the  newspapers'  political  affiliations,  and  the  same  can  be 
said  of  the  news  stories,  with  the  exception  of  the  very  limited  pub- 
lication of  a  statement  attacking  the  health  department,  issued  by 
the  introducer  of  the  bills. 

Four  pamphlets  or  circulars  comprised  the  printed  matter 
which  contained  the  "general  orders"  of  the  campaign — the  basic 
argimients  against  the  proposed  legislation  and  in  favor  of  the 
department's  appropriations.  Fifty-five  thousand  copies  of  these 
were  sent  to  prominent  persons  throughout  the  state  with  appro- 
priate letters. 

The  circular  letters  were  most  carefully  prepared  in  order  that 
they  might  not  carry  the  impression  that  the  movement  was  a 
display  of  artificially  prepared  sentiment.  In  all  cases  the  recipi- 
ents were  asked  to  read  as  carefully  as  possible  the  memoranda  and 
briefs  which  accompanied  the  letters  and  to  write  or  telegraph  to 
the  legislature  any  opinion  that  they  might  reach  upon  considera- 
tion of  the  arguments  presented.  This  is  very  different  and  creates 
a  very  different  impression  upon  the  legislators  from  merely  seek- 
ing letters  against  a  bill. 

Remember  that  all  the  letters  were  read  against  a  background  of 
newspaper  publicity.  They  brought  forth  thousands  of  personally 
written  letters,  telegrams,  resolutions  and  petitions  which  showered 
in  upon  the  legislature.  In  the  early  stages  of  the  campaign  one 
legislative  conmiittee  chairman  said  that  he  had  received  a  thousand 
letters  of  protest.  Another  received  two  hundred  telegrams  in  one 
day.  Inasmuch  as  the  campaign  ran  on  with  increasing  vigor  for 
three  weeks,  these  and  others  in  the  legislature  undoubtedly  received 
several  thousand  letters.  One  man  characterized  it  as  a  snow  storm 
— ^another  said  he  had  enough  to  carpet  his  office  a  foot  deep. 

The  newspaper  publicity  and  the  letter  campaigns  were  dove- 
tailed into  the  field  work.    The  field  work,  however,  by  reason  of 
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the  personal  contact  with  prominent  citizens  throughout  the  state 
was,  in  large  measure,  responsible  for  the  hundreds  of  appeals  by 
prominent  citizens  to  their  legislators. 

The  newspaper  publicity  may  be  Ukened  to  the  advertising  in 
a  merchandising  campaign;  the  circular  letters  to  the  selling  letters, 
and  the  field  work  to  the  appeal  of  the  salesman  for  orders. 

Two  field  agents  visited  thirty-five  cities  to  organize  and  take 
part  in  public  meetings  at  which  resolutions  were  adopted,  published 
in  the  newspapers  and  transmitted  to  the  leaders  and  to  the  local 
representatives  in  the  legislature.  This  action  was  made  the  basis 
of  editorial  comment,  and  the  agents  visited  many  editors  and 
discussed  with  them  the  merits  of  the  bills  and  the  desirability  of 
aiding  in  the  movement  to  preserve  the  department's  work. 

In  twenty-six  localities  meetings  were  called  by  the  mayors, 
thus  serving  to  give  expression  to  ofiBicial  as  well  as  the  unofficial 
disapproval  of  the  objectionable  legislation. 

Many  organizations  were  called  upon  and  practically  all  of 
them  responded.  This  was  especially  true  of  the  State  Sanitary 
Officers'  Association,  the  Association  for  Improving  the  Condition 
of  the  Poor,  the  Federal  Council  of  Churches,  the  State  Grange,  the 
State  Conference  of  Mayors  and  the  Board  of  Directors  of  the 
National  Association  for  the  Study  and  Prevention  of  Tuberculosis. 
This  movement  was  unique  in  that  Uttle,  if  any,  personal  work 
was  done  with  the  legislators  directly  by  the  association's  staff. 
Not  one  legislator  was  asked  by  any  member  of  the  association's 
staff  to  vote  against  the  bills  nor  to  try  to  hold  them  in  com- 
"  mittee. 

The  association  did,  however,  strongly  urge  the  le^ative  com- 
mittees not  to  report  them  until  all  the  facts  had  been  presented 
at  a  public  hearing. 

Special  efforts  were  made]^by  letter,  telephone  and  telegraph  to 
inform  all  interested  persons  of  the  hearings,  and  to  secure  speakers 
who  could  discuss  the  various  phases  of  the  subject.     As  a  result 
on  the  day  of  the  hearing  every  seat  in  the  Senate  Chamber  was 
occupied  and  there   were  many  standing.     And  due  to  careful 
selection  it  wasn't  merely  "crowd."    It  was  crowd  that  counted— 
each  person  representing  some  influential  group  in  the  community. 
None  of  the  bills  passed.     The  most  important  and  far-reach- 
ing result  of  the  campaign,  however,  was  the  educational  effect  01 
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80  widespread  an  effort  to  focus  public  opinion  on  a  social  service 
department  of  the  state  government.  Never  before  in  New  York 
state  had  public  health  received  such  thorou^  discussion;  never  be- 
fore had  newspapers  placed  themselves  on  record  to  so  large  an 
extent  in  favor  of  the  state's  health  work;  never  before  had  the 
people  of  the  state  so  generally  been  brought  to  realize  the  signifi- 
cance of  the  department  of  health  in  the  daily  existence  of  each 
individual. 

The  people  of  the  state  know  now  that  the  health  department 
is  their  department,  that  its  work  is  their  work  and  for  their  benefit. 
Consequently  regulations  are  enacted  with  a  minimum  of  protest 
and  health  work  is  more  than  ever  before  an  accepted  function  of 
state  government. 

It  is  safe  to  say  also  that  it  will  be  extremely  difficult  for  any 
effort  to  undermine  the  work  of  the  state  department  of  health  in 
the  near  future  to  succeed  in  any  considerable  degree.  Of  course 
bills  may  be  introduced  to  repeal  important  provisions  of  the  health 
law,  but  legislators  and  politicians  throughout  the  state  realize 
now,  as  never  before,  the  extent  of  popular  support  of  the  health 
department's  work,  and  while  nothing  is  more  difficult  to  predict 
than  the  course  of  legislation,  it  seems  unlikely  that  the  leaders  of 
any  political  party  would  consider  giving  such  an  attempt  party 
sanction. 

To  keep  machine  politics  of  the  old,  bad  type  out  of  social 
service  activities  involves  also,  of  course,  the  securing  of  the  right 
men  for  important  executive  positions.  In  this,  the  lay  unofficial' 
organizations  interested  in  the  various  phases  of  governmental 
affairs  have  important  duties.  Chief  among  these  is  an  obligation, 
that  nearly  all  will  immediately  accept,  to  support  civil  service 
reform  and  to  combat  all  efforts  to  weaken  the  application  of  wise 
civil  service  laws.  Beyond,  however,  there  is  another  obligation — 
the  duty  to  stimulate  interest  in  public  service  among  men  of  high 
type  and  high  ideals  and  possessing  the  proper  qualifications  to  fill 
either  elective  or  appointive  office.  It  frequently  happens  that  such 
codperating  organizations  can  be  of  inestimable  service  in  urging 
men  of  the  right  type  to  take  civil  service  examinations,  and  off^ 
themselves  for  appointment  outside  the  civil  service. 

All  of  this,  of  course,  assmnes  an  absolutely  disinterested,  non- 
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partisan  attitude  on  all  social  service  questions  and  in  all  relations 
with  parties  and  officials. 

The  value  of  such  unofficial  cooperating  agencies  was  very 
strikingly  attested  by  Governor  Charles  S.  Whitman,  in  a  recent 
address  before  the  North  Atlantic  State  Tuberculosis  Conference. 
The  governor  expressed  his  gratification  that  so  large  a  part  had 
been  taken  in  the  tuberculosis  movement  by  interested  citizens  and 
lay  organizations: 

"We  need  these  local  associations  and  societies/'  he  said,  "to 
hold  the  local  authorities  to  a  high  sense  of  duty  and  to  furnish 
the  stimulus  for  securing  the  funds  with  which  to  carry  on  the  work.*' 
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THE  EXECUTIVE  BUDGET 

By  C.  H.  Crennan, 
Editor  in  Charge  of  Volume. 

"The  budget  provides  a  means  through  which  citizens  may 
assure  themselves  that  their  effort  which  has  been  diverted  to  com- 
munity ends  is  not  used  for  private  gain,  is  not  misused  nor  frittered 
away,  but  is  applied  to  the  accomplishment  of  those  purposes 
which  the  community  approves  and  is  made  to  produce  the  maxi- 
mum of  results  for  the  effort  expended.  Thus  viewed,  the  budget 
is  something  more  than  a  method  of  checking  or  reducing  the  tax 
rate,  more  than  any  scheme  of  accountants  and  efficiency  experts. 
Above  and  beyond  its  relation  to  economy  and  efficiency  in  public 
affairs  it  may  be  made  one  of  the  most  potent  instruments  of 
democracy.  Given  at  least  manhood  suffrage,  any  government  so 
organized  as  to  produce  and  carry  out  a  scientific  budget  system 
will  be  susceptible  of  extensive  and  intelligent  popular  control. 
On  the  contrary  those  governments,  whatever  their  other  virtues, 
which  fail  to  provide  adequate  budget  methods,  will  neither  reach 
the  maximum  of  efficiency  nor  prove  to  be  altogether  responsible 
to  the  people."^  Thus  did  Professor  A.  R.  Hatton  set  forth  the 
full  import  of  the  executive  budget  as  editor  of  the  volume  of  The 
Annals  on  PubUc  Budgets  issued  in  November  of  1915. 

Ifis  only  because  so  recent  an  issue  of  The  AnndU  was  devoted 
entirely  to  a  detailed  discussion  of  the  pubUc  budget  that  this 
fundamental  part  of  any  plan  for  responsible  government  is  not 
included  in  the  present  volume.  For  the  technical  details  of  budg- 
etary procedure  and  a  full  appraisal  of  the  importance  of  the 
executive  budget,  reference  must  be  made  to  the  November,  1915 
Annals. 

*  The  Annals  of  the  American  Academy  of  Political  and  Social  Science,  Nov- 
ember, 1915,  p.  vii. 


146 


Digitized  by 


Google 


THE  COMPETITIVE   CLASSIFICATION  OF  PRESIDEN- 
TIAL POSTMASTERS 

By  Geobge  T.  Keybs, 
Secretary,  National  Civil  Service  Reform  League. 

From  the  time  of  President  Jackson  the  holding  of  federal 
office  carried  with  it  an  impUed  obUgation  to  help  run  the  party 
machine.  With  an  occasional  protest,  this  service  came  to  be 
taken  for  granted  by  the  public.  In  federal,  state  and  municipal 
service  it  was  open,  insolent  and  dominating.  President  Hayes 
issued  an  advisory  protest  against  it  which  came  to  nothing.  After 
the  adoption  of  the  civil  service  act  in  1883,  this  activity  continued, 
although  in  lessening  degree  among  those  inferior  officials  who  were 
relieved  from  coercion  by  being  brought  under  the  civil  service 
riiles.  In  1886,  in  answer  to  a  public  demand.  President  Cleveland 
issued  his  well-known  order  to  limit  this  activity.  It  was  only 
another  advisory  protest,  and  its  enforcement  rested  in  himself 
and  in  unsympathizing  heads  of  executive  departments.  In  1902 
President  Roosevelt  declared  the  Cleveland  "order"  to  be  still  in 
force,  but  made  no  change  as  to  the  manner  of  enforcement  and  it 
remained  only  a  protest.  So  far,  no  president  beUeved  that  he 
coiild  make  a  direct  rule  and  enforce  it  without  causing  an  opposi- 
tion which  would  block  the  wheels  of  the  government  to  an  unwar- 
ranted extent. 

In  1907  President  Roosevelt  took  it  up  in  earnest  and  made  a 
real  order.  He  amended  section  one  of  rule  I  of  the  civil  service 
rules  by  adding  the  following  paragraph: 

Persons,  who  by  the  provisions  of  these  rules  are  in  the  competitive  classified 
service,  while  retaining  the  right  to  vote  as  they  please  and  to  express  privately 
their  opinions  on  all  political  subjects,  shall  take  no  active  pcurt  in  political  man- 
agement* or  in  political  campaigns. 

The  enforcement  of  this  rule  was  thrown  upon  the  Civil  Serv- 
ice Commission,  and  the  commission  has  performed  its  duty. 
The  order  is  an  epoch  in  civil  service  reform.  The  competitive 
classified  service  now  embraces  292,296  places,  and  the  holders  of 
these  places  are  confined  to  the  quiet  and  eflBcient  performance  of 
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• 
their  public  duties  and  are  completely  absolved  from  tha  quasi- 
feudal  allegiance  which  compelled  them  to  devote  time  on  demand 
to  running  primaries  and  conventions.    This  is  the  tremendous 
victory  which  civil  service  reform  has  won. 

The  wholesome  results  of  the  separation  of  the  competitive 
service,  so  great  in  voliune,  from  politics,  furnish  the  most  powerful 
weapon  with  which  to  drive  politics  out  of  the  unclassified  service 
and  to  extend  the  system  to  state  and  municipal  service.  The 
patronage  system  cannot  stand  before  the  comparison. 

The  patronage  system,  and  the  more  emphatically  since  tiie 
recent  orders  of  President  Roosevelt  and  Taft  classifying  as  com- 
petitive the  fourth-class  postmasters,  is  now  confined  to  a  corner 
of  the  service.  This  corner,  however,  embraces  over  100,000 
places,  some  of  them  having  high  salaries  attached  and  filled  by 
men  of  ability,  thoroughly  skilled  in  political  manipulation.  With 
few  exceptions,  they  hold  their  places  on  the  recommendation  of 
some  politician,  a  senator,  or  a  congressman  of  the  dominant  party, 
and  in  states  where  the  party  is  not  dominant,  party  committees, 
and  private  citizens  commonly  known  as  referees,  make  the  recom- 
mendations. By  whomever  reconunended,  the  office-holder  feels 
a  duty  to  his  patron,  and  on  demand  will  work  days  and  nights  in 
his  interest.  As  the  higher  salaried  offices  are  filled  throng  ap- 
pointment "by  and  with  the  advice  and  consent  of  the  Senate/' 
they  cannot  be  classified  under  the  civil  service  act  of  1883  ''unless 
by  direction  of  the  Senate." 

In  the  main  the  federal  service  seems  to  be  conducted  with 
considerable  efficiency,  yet  this  practice  violates  every  business 
principle.  Except  in  the  departments  at  Washington  and  a  few 
other  places,  the  larger  offices  in  the  unclassified  service  might  be 
left  vacant  and  the  service  would  be  as  efficiently  performed  as 
now.  The  average  United  States  marshal,  the  average  postmaster 
of  the  larger  cities,  the  average  collector  of  customs,  the  average 
surveyor,  the  average  collector  of  internal  revenue,  performs  com- 
paratively little  service  for  the  government.  On  its  business  side 
the  employment  of  these  officers  is  wastefulness  and  extravagance. 
The  head  of  a  considerable  office  should  be  the  master  mind  of  that 
office,  thoroughly  skilled,  devoted  to  his  duties,  and  his  impulse 
should  be  felt  in  every  part  of  the  business.    As  a  rule,  he  knovra 
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little  of  the  biisiness.     If  it  were  not  for  the  members  of  the  classi- 
fied service  under  him,  he  would  be  a  helpless  and  useless  hulk. 

The  first  object  sought  by  all  workers  in  politics,  whether 
office-holders  or  not,  is  the  control  of  the  party  organization,  the 
precinct  and  ward  men  and  the  county,  city  and  state  committees. 
The  work  required  is  in  such  bad  repute  that  most  citizens  will  not 
engage  in  it,  and  the  structiu-e  represents  the  eflForts  of  about  16 
per  cent  of  thfe  party.  Primaries  and  conventions  are  held  upon 
the  call  of  these  committees.  With  rare  exceptions,  wherever  there 
is  a  contest,  cut-throat  law  applies.  In  any  meeting  the  chairman 
may,  and  often  does,  decide  that  twenty  is  a  majority  over  forty, 
although  he  is  deafened  by  the  vociferating  forty.  Repeaters, 
non-residents,  insane  men  and  dead  men  may  be  voted.  The 
ballot  box  may  be  stufifed.  A  small  minority  may  and  do  hold 
another  meeting  and  elect  delegates  to  a  convention.  At  the  con- 
vention the  committee  on  credentials  rarely  decides  upon  the  merits. 
It  lefis  in  the  set  of  delegates  the  majority  of  the  committee  wants 
in  th.e  convention.  These  are  well  established  riiles  in  politics,  and 
every  worker  in  poUtics  understands  that  he  plays  the  game  accord- 
ingly. 

This  is  the  kind  of  politics  that  the  unclassified  branch  of 
federal  office-holders  engage  in. 

At  the  present  time  there  is  a  political  army  of  9,000  presiden- 
tial postmasters  to  be  used  by  the  President  to  aid  him  in  securing 
l^islation. 

Is  not  the  present  system  a  form  of  bribery?     A  great  American 
once  said  that  to  buy  votes  with  your  own  money  out  of  your  own 
pocket  was  evil  and  demoraUzing;  in  fact,  in  plain  language,  it  is  a 
crime  known  as  bribery,  but  that  to  buy  votes  by  gifts  of  public 
office  was  even  more  despicable  because  the  purchase  was  made 
with  other  people's  property,  or,  in  other  words,  with  the  property 
of  all  the  people  appropriated  by  an  individual  or  a  party.     I  do 
not  pretend  to  quote  his  words,  but  that  was  their  substance  and 
in  that  statement  he  put  the  argument  for  civil  service  reform  in 
the  strongest  possible  way.     It  deals  with  bribery,  bribery  made 
worse  by  the  fact  that  the  bribe  offered  does  not  belong  to  the  briber 
and  does  belong  to  someone  else- 

Let  us  look  the  facts  in  the  face.      These   appointments  of 
postmasters  are,  under  the  rule  of  the  courtesy  of  the  Senate,  with 
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rare  exceptions,  made  for  political  reason.  Political  appointments 
under  the  "courtesy"  rule  became  a  matter  of  routine. 

When  these  appointments  are  made  in  a  campaign  year,  they 
come  to  have  a  peculiar  signification.  Frankly  political^  however 
much  of  a  custom  they  may  be,  they  can  hardly  fail  to  have  an  in- 
fluence on  local  political  conditions. 

The  controversy  over  the  New  York  City  post  office  throws  a 
strong  light  upon  the  evils  of  the  present  system.  Mr.  Morgan  has 
served  two  terms  and  President  Wilson  was  asked  to  reappoint 
him  by  the  business  interests  of  the  city.  It  is  understood,  however, 
that  the  President  has  been  prepared  to  select  a  political  soldier 
of  fortune  interested  in  pubUc  office  solely  as  a  base  for  the  distri- 
bution of  spoils. 

It  does  not  seem  possible  that  the  American  people  will  long 
tolerate  a  condition  which  makes  inevitable  such  an  unseemly 
demand  upon  the  President  for  spoils — a  demand,  too,  made  at  a 
time  when  the  President  should  be  free  to  give  his  entire  attention 
to  matters  of  state  of  the  gravest  importance. 

It  seems  plain  that  the  time  has  come  to  take  the  post  oflBces 
of  this  country  out  of  politics  and  prevent  a  repetition  of  the  John* 
son  appointment.  The  present  system  allows  the  business  of  the 
nation,  the  legislation  of  Congress,  the  duties  of  the  departments, 
all  to  be  subordinated  to  the  distribution  of  patronage.  The  great 
officers  of  the  government  are  constrained  to  become  mere  oflBoe 
brokers.  Thousands  of  these  postmasters  remain  outside  the  scope 
of  the  merit  system.  In  Democratic  states  these  patronage  ap- 
pointees are  the  political  agents  of  their  Congressional  sponsors; 
in  Republican  states  they  are  the  political  agents  of  the  adminis- 
tration in  power. 

The  present  system  is  a  medieval  inheritance  and  commercial 
bodies  and  civic  organizations  ought  to  codperate  with  the  League 
to  secure  legislation  providing  for  the  competitive  classification  of 
first,  second  and  third  class  postmasters.  Will  not  pubUc  opinion 
demand  the  termination  of  such  a  situation? 

The  National  Civil  Service  Reform  League,  by  a  resolution  of 
its  council,  has  entered  upon  a  campaign  for  legislation  which  will 
provide  for  the  competitive  classification  of  first,  second  and  third 
class  postmasters. 

The  legislation  needed  to  establish  the  merit  system  for  these 
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post  offices  must,  first,  repeal  the  present  provisions  of  the  law 
setting  a  term  of  four  years  for  these  postmasters,  and,  second, 
either  provide  directly  that  for  an  appointment  ihe  advice  and 
consent  of  the  Senate  shall  no  longer  be  required  or  that  such  advice 
and  consent  shall  not  be  required  when  the  President  shall  have 
classified  postmasters  of  these  classes.  The  tenure  of  office  require- 
ment has  no  place  in  the  merit  system,  since  it  subjects  the  offices 
to  possible,  if  not  probable,  change  at  the  end  of  each  term.  The 
advice  aad  consent  of  the  Senate  in  such  appointments  is  plainly 
inconsistent  with  an  appointment  from  a  competitive  list. 

The  League's  reasons  for  urging  this  legislation  are  briefly  as 
follows: 

1.  These  offices  have  nothing  to  do  with  the  determination  of 
I>olicies.  Postmasters  are  subordinates  of  the  Postmaster-General 
and  are  no  more  than  subordinate  officials  in  charge  of  the  business 
management  of  their  respective  offices.  There  is  no  more  reason 
why  a  Democratic  postmaster  should  be  removed  on  a  change  in 
administration  to  make  way  for  a  Republican  than  that  a  clerk 
should  be  removed  for  similar  reasons. 

2.  Under  the  present  system  all  first,  second  and  third  class 
postmasterships  are  part  of  the  senatorial  patronage.  Appoint- 
ments are  based  not  on  merit,  but  on  political  considerations.  A 
change  in  administration  means  a  change  in  the  postmastership  at 
or  before  the  expiration  of  term  and  the  appointment  of  a  new 
postmaster  almost  certainly  having  but  the  slightest  knowledge  of 
the  duties  of  his  office. 

3.  Under  the  merit  system  postmasters  would  be  appointed 
and  retained  in  office  without  regard  to  political  considerations. 
Under  such  a  system  it  would  be  possible  to  fill  many  of  the  post- 
masterships  through  promotion  from  the  clerical  force  in  the  post 
office  and  in  other  cases  by  the  promotion  of  a  postmaster  from  a 
smaller  to  a  larger  office,  on  a  basis  of  efficiency  and  competitive 
promotion  examination. 

4.  The  change  would  result  in  a  material  saving  to  the  govern- 
ment. In  a  message  to  Congress  on  April  4,  1912,  President  Taft 
stated  that  there  was  ajloss  ofi.at  least  $10,000,000  annuaUy  be- 
cause of  the  present  method  of  appointment  to  local  offices  under 
the  departments  of  the  treasury,  post  office,  justice,  interior  and 
commerce  and  labor,  due  to  the  fact  that  "two  persons  are  paid  for 
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doing  work  that  could  easily  be  done  by  one."  He  stated  further 
that 

if  the  position  of  postmaster  (first  and  second  classes)  were  placed  in  the  classi- 
fied service  and  these  officers  .were  given  salaries  equal  to  20  per  cent  more  than 
the  salaries  now  given  to  the  assistant  postmasters,  the  latter  position  being  no 
longer  required,  there  would  be  a  saving  in  salaries  to  the  government  of  $4,512,- 
900.  In  the  case  of  postmasters  at  offices  of  the  third  class  a  large  annual  saving 
could  be  made. 

These  recommendations  were  based  upon  the  investigations 
made  by  the  President's  Commission  on  Economy  and  E£Sciency. 

5.  The  classification  of  these  postmasters  has  been  repeatedly 
recoi^mended,  not  only  by  President  Taft,  as  stated  above,  but  by 
Postmasters-General  Burleson  and  Hitchcock.  Postmaster-General 
Burleson  has  on  a  number  of  occasions  declared  that  he  favored  the 
classification  of  second  and  third  class  post  offices  in  order  that  he 
might  conduct  the  business  of  his  department  in  a  businesslike 
fashion.  Postmaster-General  Hitchcock  went  even  further  and 
urged  the  classification  of  first  class,  as  well  as  second  and  third 
class,  post  offices,  saying  in  his  report  for  1910: 

This  action,  which  is  earnestly  recommended,  would  unquestionably  result  in 
a  still  better  standard  of  service.  ....  The  old  practice  of  making  frequent 
changes  for  political  purposes  has  a  most  demoralizing  effect  and  resulted  in 
unwarranted  expenditure  due  to  poor  management.  If  their  positions  were 
included  in  the  classified  service,  postmasters  could  be  continued  in  charge  of 
their  offices  so  long  as  they  performed  their  duties  satisfactorily,  and  whenever 
vacancies  occurred  they  could  be  filled  by  the  promotion  of  sub<nrdinate  officers, 
thus  insuring  a  constant  management  of  men  trained  in  the  postal  business. 
Incidentally,  inclusion  of  postmasterships  as  a  part  of  the  classified  postal  eyBtesn 
would  furnish  a  new  incentive  for  good  work  on  the  part  of  subordinates  and 
employees  ambitious  to  reach  ultimately  the  rank  of  postmasters. 
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By  Henry  Moskowitz, 

President,  Municipal  Civil  Service  Commission,  New  York  City. 

The  history  of  goyemmental  regulation  generally  starts  with 
a  policy  of  prohibition  and  develops  into  one  of  constructive  instru- 
mentality. The  regulation  of  trusts,  interstate  commerce,  and 
public  utilities  illustrates  the  same  movement  from  negative  pro- 
hibition to  positive  construction. 

A  commission  is  at  first  concerned  with  what  cannot  be  done 
under  given  conditions.  But  it  is  constrained  by  the  necessity  of 
these  conditions  to  work  out  what  can  be  done.  So  that  in  very 
large  measure  the  cause  of  regulation  depends  upon  the  capacity 
for  constructive  thinking  and  ingenuity  of  the  regulators. 

The  history  of  civil  service  administration  which  is  concerned 
with  the  regulation  aiid  control  of  public  employment  is  no  ex- 
ception to  this  practice.  The  old  problems  of  civil  service  adminis- 
tration were  wrapped  in  the  efforts  of  the  civil  service  commissions 
to  combat  the  spoils  syBtem.  They  were  concerned  with  denial  of 
exemption  and  with  original  entrance  examinations.  Naturally 
distrustful  of  patronage  hunters,  the  pioneer  civil  service  reformers 
regarded  the  merit  system  as  a  protection  of  the  public  against  them. 
In  the  decalogue  of  their  civil  service  bible,  thou  ahaU  not  was  con- 
tinuously emphasized. 

The  early  pioneers  and  conservative  administrators  kept  the 
'* front  door''  of  the  service  barred  to  the  spoilsmen.  They  had  an 
almost  oriental  faith  that  the  back  door  would  take  care  of  itself. 

But  administrators  of  the  merit  system  faced  conditions  which 
necessitated  a  more  constructive  attitude  toward  the  problems  of 
public  employment.     They  were  forced  to  regard  the  civil  service 
law  and  rules  as  instruments  for  eflScient  government,  in  so  far  as 
its  personnel  was  concerned.     Upon  the  practical  administration 
of  the  merit  system  depended  its  growth  and  development.     They 
had  to  meet  the  challenge  of  honest  administrators  of  departments 
and  successful  men  of  affairs  that  the  merit  system  substitutes  in- 
competency for  dishonesty. 
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This  led  to  the  consideration  not  only  of  the  front  door  but 
also  the  back  door  problems  of  the  merit  sjnstem. 

To  depart  from  the  language  of  metaphor — there  are  two  as- 
pects to  civil  service  administration,  first,  the  problems  of  selecting 
fit  candidates  to  enter  the  service,  second,  the  galvanizing  of  the 
service  after  they  have  entered  it.  The  former  relates  to  the  tech- 
nique of  examinations  and  investigation  of  the  qualification  of 
candidates.  Considerable  progress  has  been  made  in  this  direction 
notably  by  the  federal  service,  the  Philadelphia  Civil  Service 
Commission  and  the  Mimicipal  Civil  Service  Commission  of  New 
York.  Civil  service  examinations  are  not  in  established  and  sound 
commissions  unrelated  to  the  duties.  The  technique  of  examina- 
tions has  developed  to  so  great  an  extent  that  competition  has 
proven  practicable  for  very  high  administrative  positions.  The 
record  of  the  present  conmiission  of  the  city  of  New  York  has  demon- 
strated this  to  the  most  skeptical.  It  has  secured  the  codperation 
of  high  class  experts  in  holding  the  examinations.  It  has  supple- 
mented written  examinations  by  oral  tests  conducted  by  Boards 
consisting  of  men  and  women  distinguished  in  the  work  for  which 
candidates  compete. 

Such  positions  as  director  of  the  bureau  of  food  inspection,  sal- 
ary $5,000;  director  of  public  health  education,  salary  $5,000;  director 
of  the  bureau  of  child  hygiene,  $5,000;  superintendnt  of  the  em- 
plo3rment  bureau,  $3,500;  superintendent  of  the  municipal  lodging 
house,  $2,400;  medical  superintendent  of  Randalls  Island,  $5,000; 
assistant  durector  of  the  bureau  of  standards,  $3,500;  medical 
superintendent  of  hospitals,  $3,500;  overseer  of  the  reformatory, 
$3,000;  superintendent  of  women  prisoners,  and  other  high  class 
executive  positions  have  been  effectively  filled  through  the  civil 
service  examination  method. 

Where  a  written  and  an  oral  examination  were  not  deemed 
sujfficiently  adequate  to  judge  the  fitness  of  candidates,  it  has  in- 
troduced practical  tests.  The  commission  gave  for  the  first  time 
in  the  history  of  the  city  service,  practical  tests  for  the  positions 
of  playgroimd  attendant,  swimming  instructor,  psychologist,  in- 
spector of  blastings,  inspector  of  weights  and  measures. 

Progressive  commissions  have  resorted  to  the  non-assembled 
test  for  certain  positions,  opening  them  up  to  the  entire  country. 
They  have  used  the  oral  test  with  the  aid  of  the  best  experts  they 
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could  get,  co5perating  with  their  examiners.  They  have  become 
a  specialized  employment  agency  for  their  governments,  some  using 
the  most  effective  advertising  and  publicity  methods  to  attract 
men  and  women  of  calibre  in  competition.  The  New  York  com- 
mission has  developed  in  addition  a  bureau  of  investigation  which 
carefully  considers  the  past  employment  record  and  any  criminal 
record  of  the  candidate,  thus  enabling  it  to  disqualify  the  morally 
unfit. 

By  developing  this  selective  process,  civil  service  commissions 
have  demonstrated  the  practicability  of  competition  for  positions, 
a  long  time  regarded  as  exempt  places,  because  competition  was 
deemed  impracticable.  The  zone  of  competitive  classification  and 
hence  of  the  merit  system  was  widened  as  a  result  of  the  ingenuity 
and  constructive  thinking  by  those  commissions  that  devised 
practicable  and  effective  examinations  for  these  places.  Civil 
service  commissions  have  made  considerable  progress  therefore 
in  the  selective  process  of  choosing  candidates  for  original  entrance 
into  the  service. 

What  of  the  back  door  problems?    What  of  the  application  of 
the  merit  system  to  employees  after  they  have  entered  the  service? 
Here  is  the  unploughed  field  of  civil  service.     These  are  the  newer 
problems  with  which  civil  service  administrators  must  grapple  and 
reach  constructive  solutions.     For,  while  private  business  has  much 
to  learn  from  civil  service  commissions  in  selecting  employees  fit 
to  do  particular  jobs,  progressive  business  men  can  teach  govern- 
ments how  to  keep  their  employees  efficient.     It  must  not  be  for- 
gotten that  private  business  can  offer  bigger  material  inducements, 
and  that  the  only  substitute  for  these  inducements  for  many  in  the 
civil  service  is  security  of  tenure  and  a  pension  system,  both  of  which 
have  not. been  properly  guaranteed  and  safeguarded  in  the  civil 
service  of  America — save  in  a  few  instances  where  the  pension  sys- 
tem is  fiscally  unsound  from  the  standpoint  of  governmental  ex- 
penditure.    Among  the  problems  of  the  back  door  the  following  are 
the  most  pressing  : 

1.  Efficiency  records  and  promotions; 

2.  Training  for  the  public  service; 

3.  Standardization  of  salaries; 

4.  Classification  of  employees — simplification  of  civil  service  procedure; 

5.  Pensions; 
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6.  What  ahould  be  the  basis  of  lay-off  discharge  and  reinstatement; 

7.  Removals; 

8.  Independence  of  commissions. 

Efficiency  Records  and  Promotions 

Every  sound  civil  service  law  contains  a  provision  for  promo- 
tion examinations  wherever  practicable.  Without  an  opportunity 
for  promotions  there  would  be  no  incentive  to  remain  in  the  service. 
The  civil  service  should  provide  a  goal  for  the  ambitious  to  reach 
as  a  result  of  their  service  record,  and  their  demonstrated  mental 
capacity  to  fill  the  higher  grades  through  promotion  examinations. 
There  should  be  automatic  increases  of  salary  within  grades,  based 
on  seniority  and  efficiency  alone — but  where  duties  change,  and 
responsibilities  are  heavier,  promotions  should  be  based  upon  a 
record  of  efficiency,  seniority  and  an  examination  relating  to  the 
duties. 

To  establish  such  sound  lines  of  promotions  is  one  of  the  pur- 
poses of  a  civil  service  classification. 

A  scientific  classification  is  one  of  the  most  difficult  problems  of 
civil  service  administration.  One  needs  but  to  attempt  it  to  realise 
all  the  difficulties  of  arriving  at  distinctions  between  services,  groups, 
grades  and  titles. 

The  civil  service  commission  of  the  city  of  New  York  has  co- 
operated with  the  Bureau  of  Standards  of  the  Board  of  E^stimate 
and  Apportionment  in  working  out  a  scientific  classification.  The 
Bureau  of  Standards  realized  the  need  of  it  for  purposes  of  finan- 
cial control,  and  as  a  basis  of  appraising  the  value  of  positions. 
One  of  the  crying  evils  in  the  civil  service  of  New  York  CJity, 
and  indeed  in  the  majority  of  the  services  of  the  country,  is  the 
inequality  of  salaries  attached  to  the  various  positions.  Men  in 
positions  of  great  responsibility  are  often  earning  less  than  men 
who  are  doing  purely  routine  work,  the  appropriations  for  these 
salaries  being  based  upon  considerations  which  were  purely  per- 
sonal to  say  the  least.  Salaries  for  positions  should  be  based 
upon  the  value  of  the  work  done.  In  applying  the  principle  of 
standardization  due  consideration  should  be  given  to  employees 
who  have  been  rendering  faithful  service  to  the  government  for 
a  great  many  years  and  who  have  been  accustoming  themselves 
to  a  (Standard  of  living  based  upon  their  earnings.    A  ruthless 
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application  of  the  principle  except  where  inequalities  are  gross  is 
unwise.  In  my  judgment  it  should  be  gradually  assimilated  and 
apply  to  the  vacant  positions  as  they  arise.  But  however  one  may 
differ  with  the  application  of  the  principle  of  standardization,  no 
one  can  deny  its  soundness  and  its  justice. 

The  work  of  such  standardization  is  in  the  main  a  civil  service 
function.  For  it  involves  a  study  of  the  duties,  of  position,  for  the 
purpose  of  formulating  specifications,  within  services,  groups,  grades 
and  titles. 

Unfortunately  there  has  been  too  great  a  separation  between 
the  appropriating  authorities  and  the  civil  service  commissions. 
They  should  work  together.  The  commission  is  often  better  able 
to  appraise  even  the  financial  value  of  a  position,  since  it  is  most 
f  amiUar  with  its  requirements,  and  has  an  acciuate  register  of  supply 
and  demand  in  the  number  and  calibre  of  applicants  who  take  the 
examination  at  particular  salaries.  Not  infrequently  a  commission 
is  unable  to  supply  a  list  of  adequate  eligibles  because  the  salaries 
for  the  positions,  especially  of  the  professional  groups,  are  inade- 
quate. 

A  closer  codi>eration  between  civil  service  commissions  and  the 
appropriating  authorities  is  essential  to  the  proper  enforcement  of 
the  civil  service  law  and  to  the  proper  financial  control  of  the  per- 
sonnel service. 

Standardization  and  a  sound  classification  are  therefore  essen- 
tial to  a  sound  promotion  system.  The  classification  should  contain 
logical  lines  of  promotion  and  should  simplify  civil  service  procedure. 
It  should  be  published  and  made  accessible  to  employees  in  the 
service  and  to  those  who  contemplate  entering  it.  The  municipal 
civil  service  conunission  will  publish  the  new  classification  and  other 
material  to  be  later  referred  to  in  a  manual  or  textbook  which  wiU 
be  available  to  the  public. 

The  problems  of  classification,  standardization,  efficiency  records 
and  promotions  are  all  organically  interrelated;  the  solution  of  one 
depending  upon  the  solution  of  the  other. 

A  sound  efficiency  record  system  is  one  of  the  most  bafiling 
problems  of  civil  service  administration.  It  should  be  related  as 
far  as  practicable  to  a  primary  record  of  work;  wherever  possible  it 
should  have  a  fact  basis.  But  the  duties  in  the  service  are  so  varied, 
many  being  purely  routine  and  subordinative,  many  being  partly 
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routine  and  partly  managerial,  and  many  being  solely  manageriali 
that  a  fact  basis  for  all  the  duties  is  impossible.  In  many  cases  the 
records  must  be  the  result  of  the  superior's  judgment.  It  is  clear, 
however,  that  efficiency  records  ought  not  to  be  uniform  for  all 
positions,  that  factors  of  efficiency  can  be  worked  out,  based  upon 
an  analysis  of  the  duties,  and  that  weights  be  given  to  those  factors 
depending  upon  their  relative  importance  for  the  work  to  be  per- 
formed. 

In  purely  routine  positions  the  factor  of  quantity  of  work  is 
more  important  than  quality.  In  managerial  positions  the  factors 
of  quality,  initiative  and  executive  ability  are  more  important  than 
quantity  of  work.  Personality  is  an  essential  element  in  managerial 
places — but  personality  is  difficult  to  rate — its  estimate  is  a  judg- 
ment. When  quantity  of  work  is  a  prime  consideration,  it  is  essen- 
tial that  the  average  output  be  fairly  ascertained,  and  that 
employees  be  carefully  rated,  as  average,  or  below  and  above  the 
average. 

It  is  essential  that  the  various  departments  experiment  with  a 
system  of  efficiency  records,  that  they  be  stimulated  to  interest 
themselves  in  securing  greater  efficiency  among  their  employees, 
and  that  they  develop  work  measurements  which  will  become 
standards  for  recognizing  merit  or  for  penalizing  inefficiency  in  order 
to  eliminate  the  dead  wood  from  the  service.  A  sound  efficiency 
record  system  should  serve  as  a  means  of  reward  and  penalty. 

The  Mimicipal  Civil  Service  Commission  of  the  City  of  New 
York  is  experimenting  with  efficiency  record  systems  in  city  depart- 
ments. 

It  is  aiming  to  secure  the  cooperation  of  the  employees  and 
department  heads,  for  without  such  cooperation  no  efficiency  record 
system  will  work.  It  is  trying  to  avoid  the  danger  of  superimposing 
a  paper  system  by  studying  department  needs  and  by  seeming 
ETuggestions  from  the  men  on  the  job. 

At  the  suggestion  and  with  the  cooperation  of  the  municipal 
civil  service  commission,  the  police  and  fire  departments  of  the  city 
have  added  a  new  system  of  weights  for  excellent  police  and  fire 
duty.  Heretofore  commendations  and  medals  of  merit  having  a 
weight  in  promotion  examinations  were  given  solely  for  excellent 
police  and  fire  duty  involving  personal  risk  or  physical  coxurage. 
The  commission  thought  this  system  penalized  an  excellent  police- 
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man  or  fireman  who  did  not  have  the  opportmiity  of  performing 
daring  feats  of  physical  courage.    Some  credit  should  be  given  in 
promotion  examinations  to  members  of  the  uniformed  force  who  have 
a  cumulative  record  of  devotion  to  duty  and  of  efl&ciency,  for  some 
acts  involving  presence  of  mind  and  quick  judgment  may  prevent 
the   accident   which  elicited  the  bravery  of  a  policeman.     Such 
prevention  also  should  be  rewarded.    Even  an  outline  of  the  new 
eflBciency  records  introduced  in  the  police  and  fire  departments 
would  transcend  the  limits  of  this  paper.    It  is  important,  however 
to  emphasize  that  the  commissioners,  their  staflf  officers  and  their 
men  are  actively  codperating  with  the  civil  service  commission  to 
improve  the  records.    When  a  force  in  a  department  from  the  head 
down  are  thinking  hard  about  improving  the  efficiency  of  the  service 
and  helping  to  devise  suitable  records  for  registering  and  rewarding 
it,  signal  fruits  in  administration  are  bound  to  result. 

The  Municipal  Civil  Service  Commission  in  codperation  with  the 
Bureau  of  Municipal  Research  is  experimenting  with  a  new  efficiency 
record  system.  It  is  installing  this  system  in  a  number  of  city 
departments,  in  the  hope  that  experience  will  correct  its  defects 
and  make  possible  a  system  of  service  records  which  can  be  more 
generally  applied.  An  outline  of  this  system  has  just  been  pub- 
lished.    In  the  language  of  this  outline. 

There  are  three  purposes  for  which  service  records  may  be 
used: 

1.  By  executives  in  the  current  administration  of  their  departments; 

2.  By  executivoB  in  recommending  regular  periodic  increases  within  grades 
for  competent  employees,  and  by  the  appropriating  bodies  in  their  action  upon 
such  recommendations;  ^^ 

3.  By  the  Municipal  Civil  Service  Commission  in  establishing  the  relative 
standing  on  promotion  lists. 

The  following  factors  and  sub-actors  are  to  be  used  in  the 
preparation  of  ratings. 

1.  Management — To  include: 
(a)  Work  Results- 
Planning  and  organising  work 
Directing  subordinates 
Quantity  of  group  output 
Quah'ty  of  group  output 
Cost  of  group  output 
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(b)  Improv^nents — 

In  technique  of  work 
In  organization 

(c)  Reporting— 

Promptnees 
Accuracy 
Completeness 
Special  requirements 

2.  Individual  Performance' — To  include: 

(a)  Quantity — 

Volume  of  work  output 
Industry 
Speed 

Fttxiuctive  overtime 
(b)  Quality- 
Thoroughness 
Accuracy 
System 
Orderliness 
Improvements 
Ingenuity 
Resourcefulness 
Imagination 

3.  Personality— Representing  effect  of  personality  upon  fellow-workers  and 

the  public — ^To  include 

(a)  Influence  on  feUow  employees  for  team  work  and  loyal  cooperation. 

(b)  Appearance,  courtesy,  tact,  willingness 

4.  Conduct — Representing  the  disciplinary  and  negative  side  of  employ- 

ment— To  include 

(a)  Lateness  and  absence  without  leave 

(b)  Misconduct — 

Inebriety 
Insubordination 
Misuse  of  city  property 
False  accusation 

Falsification  of  records  or  reports 
Disobedience  of  rules  of  personal  conduct 
Regulation  II — Classification  of  employments  and  percentages  to  be  given  to 

factors  in  each  class. 
1.  From  the  standpoint  of  service  rating,  employments  in  the  city  service 
may  be  divided  into  three  classes,  as  follows: 

1  This  factor  is  used  in  rating  the  work  of  employees  both  in  those  employ- 
ment where  definite  standards  as  to  quantity,  qualityand  cost  of  work  have  been 
or  can  be  established,  and  in  those  emplo3rments  where  it  is  impractical  to  estab- 
lish such  standards  and  an  element  of  judgment  on  the  part  of  the  supervisor 
must  enter  into  the  rating. 
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(1)  Employments  involving  duties  wholly  or  almost  wholly  supervisory 

and  adnunistrative. 

(2)  Employments  involving  duties  partly  superTisory  and  administra- 

tive and  partly  performed  independently  or  under  supervision. 

(3)  Employments  iavolving  duties  wholly  or  almost  wholly  performed 

independently  or  under  supervision. 

The  above  factors  shall  be  applied  to  three  classes  of  employ- 
ments as  follows: 

In  class  1 — namely,  those  employments  involving  duties 
wholly  or  almost  wholly  supervisory  and  adnunistrative — ^the 
factors  (1)  management,  (3)  personality,  and  (4)  conduct  will  be 
applied. 

In  class  2 — namely,  those  employments  involving  duties  partly 
supervisory  and  administrative  and  partly  performed  independently 
or  \mder  supervision — the  factors  (1)  management,  (2)  individual 
performance,  (3)  personality,  and  (4)  conduct  will  be  applied. 

In  class  3 — namely,  those  employments  involving  duties  wholly 
or  almost  wholly  performed  independently  or  under  supervision — 
the  factors  (2)  individual  performance,  (3)  personality  and  (4) 
conduct  will  be  applied. 

In  connection  with  any  efficiency  record  system  two  boards  of 
control  are  necessary  and  are  already  provided  for  in  the  rules  of 
Municipal  C5vil  Service  Commission,  a  departmental  promotion,  or 
personnel  board,  consisting  of  the  higher  oflBLcials  in  the  department, 
which  receives  the  reports  of  the  officers  immediately  in  touch  with 
the  subordinates  they  rate,  and  which  adopts  a  standard  for  the  ^nol 
rating  which  it  registers  for  the  department  in  a  given  period. 

The  commission  has  urged  upon  the  departments  that  the  rat- 
ings be  accessible  to  their  employees  to  enable  the  latter  to  make 
their  appeal  before  this  board  if  they  think  they  have  been  unjustly 
dealt  with  by  their  superior  officer.  For  unless  employees  can  seek 
redress  for  possible  wrongs,  the  effifciency  records  will  not  be  taken 
seriously  and  serve  as  an  incentive. 

The  second  board  of  control  is  the  Board  of  Review,  of  the 
Civil  Service  Commission,  which  consists  of  the  president,  an  exam- 
iner in  charge  of  the  records,  and  a  representative  of  the  department 
under  review. 

This  board  is  the  coiuij  of  final  appeal  for  any  employee  who 
thinks  he  has  been  unjustly  rated.     The  board  hears  both  rides 
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and  decides.    A  number  of  such  appeals  from  employees  have  been 
granted  and  one  denied. 

The  commission  will  send  a  representative  to  attend  depart- 
mental promotion  board  meetings,  to  act  in  an  advisory  capacity. 
The  conmiission  aims  to  develop  employment  specialists  of  the 
various  departments,  who  will  familiarize  themselves  with  the 
problems  of  their  personnel  service  and  who  will  codperate  with 
these  departments  in  the  solution  of  their  civil  service  problems. 
They  will  be  ready  to  suggest  the  most  efficient  organization  of  the 
service  to  the  conunissioner  in  the  spirit  of  cooperation.  They  will 
help  the  commissioner  in  working  out  the  personnel  service  schedules 
of  their  annual  budgets  by  suggesting  proper  civil  service  titles  for 
new  positions  and  by  making  any  needed  civil  service  adjustments 
which  may  be  required.  They  will  be  especially  useful  to  the  com- 
mission in  drawing  up  the  requirements  for  original  entrance  and 
promotion  examinations  based  upon  their  first  hand  knowledge  of 
the  department,  thus  aiding  the  commission  in  making  examina- 
tions truly  practical  by  relating  them  to  the  actual  duties  which 
incumbents  must  perform. 

•    Training  for  the  Public  Service 

Though  the  merit  system  aims  to  give  government  trained  pub- 
Uc  servants,  civil  service  commissions  do  not  concern  themselves 
directly  with  the  business  of  training  applicants  for  the  duties  they 
must  perform.  The  conunission  assumes  that  a  candidate  who 
stands  the  test  of  its  requirements  is  eligible  for  appointment  to 
the  place  according  to  his  standing  on  the  list.  The  calibre  of  the 
successful  candidates  depends  upon  the  standards  of  civil  service 
tests. 

Any  other  policy  would  subject  the  conunission  to  the  suspicion 
of  favoring  candidates  who  have  taken  the  courses  in  the  institu- 
tions which  the  conunission  approves. 

The  public  schools,  high  schools,  colleges,  and  imiversities  can 
answer  the  needs  of  the  civil  service  if  they  are  alive  to  them.  They 
have  a  rich  opportunity  to  train  for  a  public  career  and  to  estab- 
Ush  courses  based  upon  the  practical  requirements  of  the  service. 
The  commission  can  and  does  take  cognizance  of  the  kind  of  training 
a  candidate  has  received  in  rating  his  experience.  To  this  extent 
it  encourages  preparation  for  the  service.    The  Municipal  Corn- 
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mission  has  taken  even  further  steps,  for  it  tries  as  far  as  practicable 
to  co5rdinate  its  examinations  with  the  work  done  in  the  service 
schools  of  the  police  department  and  the  Fire  College.    It  has 
freely  given  its  advice  to  the  responsible  officials  in  charge  of  these 
service  schools  and  has  thus  enabled  them  to  give  instruction 
related  to  the  duties  which  miist  be  performed  in  the  higher  grades  * 
for  which  promotion  examination  is  taken.    lu  addition  the  com- 
missioners have  advised,  with  representatives  of  the  New  York 
University,  the  College  of  the  City  of  New  York,  and  the  pubUc 
high  schools,  in  their  attempt  to  give  instruction  which  will  equip 
candidates  for  examinations  to  the  higher  professional  service  and 
even  to  the  sub-professional  and  some  of  the  other  services. 

The  present  administration  of  the  government  of  the  city  of 
New  York,  recognizing  the  need  of  training  for  the  public  service, 
both  for  original  entrance  and  for  promotion,  has  codperated  with 
New  York  University  and  the  College  of  the  City  of  New  York  in  a 
scheme  of  offering  courses  to  city  employees  at  a  very  nominal  fee, 
which  aim  to  equip  them  for  the  higher  grades.    They  consist  not 
only  of  theoretical  training,  but  of  practical  courses,  based  upon  the 
duties  of  the  positions.    The  city  has  set  apart  certain  rooms  in 
the  Municipal  Building  for  instruction  purposes.    Courses  are  also 
given   at  these  institutions.     Fifty-one  such  courses  have  been 
offered.     They  cover  a  very  large  field  from  engineering,  higher 
mathematics,  English,  philanthropy,  chemistry,  EngUsh  composi- 
tion, secretarial  duties,  advanced  stenography,  accounting,  statis- 
tics, mimicipal  government,  and  languages  such  as  Itahan,  French, 
German,  Yiddish,  etc.     In  the  language  of  Mayor  Mitchel,  "The 
courses  were  carefully  prepared  not  only  by  the  conunittee  in  charge, 
but  by  the  Advisory  Committee  consisting  of  those  technically 
qualified  to  suggest  desirable  lines  of  instruction  in  engineering  and 
clerical  subjects."     The  Mayor  requested  his  department  heads  to 
call  the  attention  of  employees  to  these  courses  and  to  enlist  their 
interest  in  them. 

These  institutions  have  established  co5peration  with  some 
departments  which  will  enable  the  students  actually  to  do  appren- 
tice work  imder  the  supervision  of  a  trained  department  specialist. 
Students  of  municipal  sanitation  and  food  inspection,  for  example, 
at  the  College  of  the  City  of  New  York,  are  given  a  chance  to  do 
field  work  imder  the  guidance  of  an  experienced  official  in  the  Bureau 


Digitized  by 


Google 


164  The  Annals  of  the  American  Academt 

of  Food  Inspection  of  the  Department  of  Health.  Students  in 
municipal  chemistry  cooperate  with  the  standard  testing  laboratory 
of  the  city. 

The  fees  for  the  courses  are  kept  low  so  as  to  enable  every  em- 
ployee to  take  advantage  of  them  if  he  wishes,  without  any  great 
strain  upon  his  financial  resources. 

Thk  experiment  of  the  Mitchel  administration  is,  in  my  judg- 
ment, one  of  the  most  significant  undertakings  by  the  present  gov- 
ernment of  the  city.  It  is  intended  to  offer  the  employees  of  the 
city  every  opportunity  to  improve  themselves  mentally  so  as  to 
enable  them  to  fill  the  higher  positions  as  a  result  of  a  promotion 
Examination. 

The  commission  should  as  far  as  practicable  remove  the  element 
of  mystery  in  the  civil  service  by  publishing  pamphlets  and  manuals 
which  will  give  the  public  full  and  complete  information  concerning 
the  requirements  of  examinations,  both  physical  and  mental,  civil 
service  procedure,  lines  of  promotion,  and  any  other  information  of 
use  to  the  public.  For  this  purpose  the  Municipal  Civil  Service 
Commission  is  now  at  work  in  the  publication  of  a  very  elaborate 
manual  which  will  be  accessible  to  the  public  upon  demand,  and  to 
institutions  interested  in  training  for  the  service. 

The  movement  on  the  part  of  the  urban  universities  throughout 
the  coimtry  to  cooperate  with  government  is  very  encouraging. 
They  ofifer  to  those  interested  in  making  public  service  a  career  all. 
the  resources  of  their  plants,  their  trained  instructors,  and  their 
technique  of  education.  It  is  a  soimd  application  of  vocational 
education.  Until  governments  take  the  civil  service  seriously  so 
as  to  enable  employees  to  make  a  career  in  the  public  service,  we 
shall  never  be  able  to  have  a  trained  body  of  public  servants — a 
necessary  condition  of  efficiency. 

Layoff y  ReinstaiemerU,  Removal 

The  vexing  problem  of  layoffs,  reinstatements,  or  removals  will 
never  be  solved  until  a  sound  efficiency  record  system  has  been 
evolved  which  can  be  made  a  basis  for  this  action.  At  the  present 
time,  the  Civil  Service  Commission  has  not  the  data  to  assume  the 
serious  responsibility  for  governing  the  department  head  in  this 
important  matter.  Theoretically,  a  department  head  ought  to 
retain  or  dismiss  employees  upon  their  efficiency  or  seniority — I 
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have  no  sympathy  with  seniority  as  the  sole  basis  of  retention. 
This  would  result  in  the  keeping  of  a  routiniere  whose  sole  virtue 
was  his  length  of  service,  performed  in  an  average  fashion.     It 
would  denude  departments  of  yoimg  blood  with  enthusiasm,  ini- 
tiative and  imusual  ability.     When  a  proper  efficiency  record  system 
has  been  devised,  the  civil  service  commission  should  evolve  a  sys- 
tem of  controlling  layoffs  and  removals  which  will  serve  as  a  check 
upon  the  arbitrary  action  of  commissioners. 

An  administrative  court,  imder  the  jurisdiction  of  a  civil  serv- 
ice conmiission,  cooperating  with  representatives  of  departments 
and  controlling  a  sound  efficiency  record  system  is  the  ideal  method 
of  handling  the  problem  of  removing  employees.  It  is  the  con- 
structive solution  for  the  dilemma  of  court  review,  with  its  legal 
technicalities  or  the  arbitrary  power  of  an  executive. 

Pensions 

A  fiscally  sound  pension  system  is  a  desideration  of  every  merit 
system.  A  pension  for  long  and  faithful  service  will  help  retain 
the  best  blood  in  the  service,  and  partly  check  the  allurements  of 
the  material  inducements  of  private  employment.  It  is  an  insur- 
ance to  which  every  employee  should  look  forward  against  the  infirm- 
ities of  superannuation.  It  is  recognized  as  an  essential  insurance 
feature  of  the  civilized  governments  of  Europe,  and  its  absence  from 
the  federal  service  as  well  as  from  the  many  state  and  city  services 
of  this  country  reflects  no  credit  either  upon  our  humanity  or  upon 
our  foresight.  In  very  few  of  the  services  where  pensions  are  pro- 
vided are  they  fiscally  soimd.  In  New  York  City  the  pensions 
systems  of  the  police  department,  as  well  as  the  teachers'  pensions 
are  so  financially  imsound,  that  some  pressing  action  by  the  legis- 
lature and  the  city  government,  placing  them  upon  a  proper  foun- 
dation, is  imperative.  The  Mayor's  Commission  on  Pensions  has 
been  making  a  careful  study  of  the  entire  situation  and  one  of  the 
most  scientific  reports  ever  issued  in  America  is  promised — action 
based  upon  this  report's  findings  will,  it  is  hoped,  give  to  the  city 
of  New  York  a  comprehensive  and  fiscally  sound  pension  system 
for  its  employees. 

According  to  Henry  Brufere,  the  city  chamberlain,  who  has 
actively  supervised  this  important  pension  study, 
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On  December  31, 1914, 8,200  penBi<men  were  provided  for  out  of  eight  sqMk- 
rate  pension  funds,  inyolving  an  expenditure  exceedhig  $5,000,000.  Each  of  these 
funds  was  established  on  a  basis  of  prodigality  without  reckoning  future  costs. 
It  is  proposed  to  establish  a  sound  pension  system  for  the  entire  city  service,  with 
rates  actuarially  determined  and  with  reserves  set  aside  to  meet  future  liabilities 
after  the  manner  of  sound  insurance  financing. 

When  this  is  accomplished,  one  of  the  most  important  links  in 
the  merit  system  of  New  York  City  will  be  forged. 

Independence  of  Commisaiona 

The  independent  status  of  civil  service  conmiissions  must  be 
firmly  established  before  the  public  will  be  guaranteed  an  absolutely 
impartial  enforcement  of  the  civil  service  law.  A  conunission 
created  by  an  executive  and  subject  to  his  removal  even  without  a 
hearing  is  not,  except  in  rare  instances,  entirely  uninfluenced  by  his 
wishes.  If  the  executive  is  in  sympathy  with  the  merit  system  he 
will  appoint  commissioners  who  will  fearlessly  enforce  the  law. 
If  he  is  a  spoilsman  he  will  man  the  commission  with  men  in  sym- 
pathy with  his  political  methods,  who  will  in  consequence  interpret 
merit  out  of  civil  service  rules,  and  undo  the  work  of  conscientious 
predecessors  in  a  very  short  time. 

The  function  of  a  conunission  is  partly  judicial,  partly  legislative 
and  partly  administrative.  A  weak  conunission  will  do  the  bidding 
of  its  creator  in  the  important  work  of  classification,  and  by  exempt- 
ing places  in  the  service,  throw  them  open  to  the  executive's  hench- 
man to  feed  the  grist  mill  of  his  political  machine. 

To  insure  conscientious  allegiance  to  the  principles  and  intent 
of  a  civil  service  law,  the  tenure  of  office  of  conunissioners  should 
be  such  as  to  make  them,  or  the  majority  of  them,  independent  of 
election  results.  They  should  be  as  untrammelled  as  judges,  for 
their  work  requires  the  same  quality  of  mind,  in  addition  to  a  sound, 
practical  judgment  and  a  deep  knowledge  of  civil  service  law,  rules 
and  procedure. 

Whether  commissioners  themselves  should  be  classified  is 
debatable.  I  am  inclined  to  believe  that  appointment  for  over- 
lapping terms  by  which  the  majority  of  the  commissioners  remain 
and  one  commissioner  is  added  during  the  term  of  an  executive, 
barring  unforeseeable  vacancies  caused  by  death,  resignation  or 
charges,  is  a  solution  in  the  right  direction. 
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But  iinta  comnusrioners,  like  judges,  are  made  independent  of 
political  influences  in  their  selection  and  their  tenure,  the  public 
will  never  be  entirely  free  from  the  suspicion  that  political  considera- 
tions enter  into  their  determinations.     To  liberate  the  merit  system 
from  every  vestige  of  political  influence,  and  to  insure  commis- 
sioners freedom  from  political  pressure,  give  them  long  terms  and 
maJce  their  tenure  secure,  consistent  with  efficiency. 

One  of  the  practical  advantages  of  this  desirable  reform  is  to 
retain  in  oflice  men  who  are  experienced  in  the  complicated  prob- 
lems of  civil  service  administration.  Under  the  system  by  which  the 
majority  of  commissioners  are  at  present  appointed,  the  public 
loses  the  benefit  of  their  knowledge  when  they  have  become  par- 
ticularly useful  and  expert.  For  then  their  term  of  oflice  expires, 
and  unless  the  executive  is  politically  friendly  or  in  sympathy  with 
the  merit  system,  he  is  not  reappointed  on  his  record.  The  merit 
system  does  not  in  practice  apply  to  those  who  are  vested  with  the 
responsibility  of  enforcing  it. 

Fortunately  public  opinion  in  favor  of  the  merit  system  is 
strengthening  and  growing,  so  that  executives  in  sympathy  with  the 
spoils  system  dare  not  tamper  too  obviously  with  the  civil  service 
law.  But  we  need  a  more  aggressive  and  enlightened  public  opinion 
in  favor  of  the  merit  system  to  secure  such  fundamental  provisions 
in  the  various  civil  service  laws  of  the  country  as  will  insure  the 
appointment  and  retention  of  commissioners  who  are  somid,  expert, 
impartial,  and  fearless  administrators. 

When  merit  is  intelligently  applied  to  the  service  after  employ- 
ees have  entered  it,  when  efficiency  records,  promotions,  classi- 
fications, sound  pensions,  a  fair  system  of  layoffs,  reinstatement, 
and  removals  are  established  in  full,  when  the  back  door  is  as 
seciu-ely  locked  to  the  spoilsman  as  the  front  door,  and  efficiency  in 
government  is  maintained  and  developed — then  will  the  newer 
problems  of  the  merit  system  be  finally  solved.  Upon  their  solu- 
tion depends  the  reconciliation  of  democracy  and  efficiency. 
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POLITICS 

By  Richabd  S.  Childs, 
Secretary,  National  Short  Ballot  Organization,  New  York  City. 

In  foreign  countries  they  talk  about  politics  and  politicians^  but 
they  do  not  mean  what  we  mean.     With  us  the  world  of  politics  is 
largely  made  up  of  an  enormous  mesh  of  mechanical  detail  in  which 
the  average  citizen  quite  properly  takes  but  little  interest.     He 
attends  to  his  own  business  and  leaves  politics  to  politicians.     The 
politician  is  not  necessarily  an  oflSce  holder,  and  if  he  is,  it  is  not 
this  fact  which  makes  him  a  politician.    He  may  be  an  office  holder, 
either  appointive  or  elective,  and  yet  not  be  a  politician  at  all  in 
our  unique  American  meaning  of  the  word.    By  a  politician  we 
mean  a  man  who  makes  a  business  of  citizenship  and  the  duties 
thereof.     He  knows  that  the  name  of  the  state  treasurer  is  Peter 
Jones,  that  his  term  expires  next  January,  that  the  election  for  his 
successor  will  be  held  in  November,  that  the  primaries  come  in  Sep- 
tember, that  Peter  Jones  will  not  be  allowed  to  have  the  office  again 
but  that  it  will  probably  be  bestowed  upon  Peter  Smith  who  has 
been  working  hard  for  the  party  with  this  object  in  view  and  has  won 
the  favor  of  the  politicians  in  the  dominant  party. 

Of  all  this  Mr.  Average  Citizeji  is  entirely  unaware.  He  does 
not  even  recall  that  the  term  of  the  state  treasurer  will  expire,  yet 
in  due  time  when  election  day  comes  in  November,  Mr.  Average 
Citizen  will  vote  for  Peter  Smith  because  the  magic  word  "Republi- 
can" stands  opposite  Mr.  Smith's  name  on  the  ballot.  Ask  Mr. 
Average  Citizen  as  he  emerges  from  the  polling  booth  whom  he 
voted  for  for  state  treasurer  and  he  will  not  have  the  slightest  idea. 
He  voted  for  the  Republican,  whoever  that  was.  He  expressed  no 
opinion  of  his  own  for  the  simple  reason  that  he  had  no  opinion  to 
express.  Mr.  Average  Citizen  is  not  a  politician.  Why  should  he 
know  anything  about  the  state  treasurer? 

The  problem  of  democratic  government  is  how  to  maJte  Mr. 
Average  Citizen  substantially  as  familiar  with  politics  as  Mr.  Poli- 
tician is.    The  old  remedy  is  to  say  that "  all  good  citizens  should  go 
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into  politics. "  Or  "  there  should  be  a  civic  uprising  of  the  people. '' 
Or,  "it  is  Mr.  Average  Citizen's  own  fault  for  failing  to  take  an  in- 
terest"; but  in  spite  of  years  of  preaching,  that  remedy  has  never 
been  adopted,  except  in  occasional  and  temporary  abnormal  par- 
oxysms of  civic  effort  when  some  unusual  scandal  occurs. 

The  remedy  offered  by  the  short  ballot  advocates  reverses  the 
sequence.  The  short  ballot  demand  is — ^make  politics  so  simple 
that  what  the  average  citizen  knows  will  be  all  there  is  to  know,  thus 
leaving  nothing  of  importance  to  furnish  an  exclusive  field  for  the 
activity  of  the  politicians.  Today  politics  is  partly  in  the  hands  of 
the  people  and  partly  in  the  hands  of  the  politicians.  Abolish  the 
politicians'  end  of  the  game  and  you  may  get  popular  government  in 
reality. 

Take  for  example  the  state  govermnent  of  New  York!     The 
people  elect  and  select  a  governor.    They  also  elect,  but  do  not 
select,  a  lieutenant-governor,  secretary  of  state,  state  treasurer,  comp- 
troller, attorney-general  and  state  engineer  and  surveyor  in  the  state 
administration.     When  the  party  leaders  pick  out  a  candidate  for 
governor  they  anxiously  consider  the  question  "How  will  so-and-so 
take  with  the  people?  "    When  they  pick  out  a  man  for  state  treas- 
urer no  such  question  comes  up.    It  is  not  necessary  for  a  state 
treasurer  to  take  with  the  people.    If  they  should  nominate  an  ex- 
perienced banker  for  the  post,  the  fact  of  his  superior  fitness  would 
not  make  him  liable  to  win,  and  it  will  pay  them  much  better  to 
nominate  somebody  who  is  officially  connected  with  labor  or  the 
fanners  or  with  some  region  of  the  state  which  is  politically  impor- 
tant.    And  the  state  treasurership  becomes  in  reality  an  appointive 
office,  appointed  by  one  or  the  other  of  the  groups  of  party  leaders, 
who  have  no  legal  or  official  responsibility  for  the  results.    Consult 
the  tabulated  election  returns  and  you  will  find  that  he  was  elected 
by  almost  exactly  the  same  number  of  votes  that  elected  the  comp- 
troller and  the  state  engineer  and  smrveyor  and  t\ie  ottiet  TOMiat 
officers.     Often  the  total  variation  between  the  iotemosV*  and  \i^e 
hindermost  candidate  on  the  tail  of  a  given  party's  ticket  is  less  than 
2  per  cent,   demonstrating  incontestably  that  the  voters  did  not 
pick  and  choose  among  the  candidates  for  the  minor  offices,  but 
voted  blindly  imder  the  guidance  of  the  magic  word  "  Republican"  or 
'^Democratic. "    When  the  state  treasiu-er  is  duly  elected  and  goes 
into  office,  he  does  not  issue  his  statement  to  the  people  thanking 
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them  for  the  responsibilities  with  which  they  have  entrusted  him. 
No  paper  in  the  state  would  print  such  a  statement  except  as  a  curi- 
osity. He  does,  however,  manifest  his  gratitude  in  less  public  ways 
to  the  coterie  of  men  who  are  really  responsible  for  his  being  there, 
i.e.,  the  party  leaders  and  those  other  political  friends  whose  per- 
sistent wire-pulling  and  intriguing  with  the  party  leaders,  brought 
about  his  nomination. 

That  the  administration  of  the  treasurer  thus  chosen  will  be 
political  goes  without  saying,  unless  the  party  leaders  happen  to 
have  mistaken  their  man.  Of  course  there  is  the  civil  service  to 
protect  some  of  the  rank  and  file.  And  there  is  probably  one  deputy 
who  has  been  in  the  department  for  many  years  and  has  become  so 
indispensable  to  its  operation  that  none  of  the  transient  amateurs 
who  come  and  go  above  his  head  could  get  along  without  him.  The 
state  treasurer  himself  does  not  need  to  do  much,  and  even  if  he  is 
capable  of  learning  all  the  possibilities  of  his  office,  he  does  not  need 
to  bother  unless  he  wants  to. 

A  state  treasurer  of  New  York  committed  suicide  a  few  years 
ago.  He  was  a  far  from  brilliant  man,  but  he  was  honest  and  his 
books  were  found  correct.  An  investigation  of  his  office  was  pend- 
ing and  the  explanation  given  for  his  suicide  was  that  he  dreaded  the 
humiliation  which  would  follow  upon  the  disclosure  of  his  ignorance 
of  the  technique  of  his  office. 

So  long  as  a  little  office  like  the  state  treasurership  continues  to 
exist  on  an  ob8ciu*e  elective  basis,  two  things  are  bound  to  happen. 
First,  the  state  treasurer  will  be  appointed  by  politicians.  Second, 
politicians  must  continue  to  exist  because  there  has  got  to  be  some- 
one to  appoint  the  state  treasiu*er.  Likewise,  of  course,  with  other 
minor  offices  in  the  state  and  city  and  coimty. 

The  short  ballot  remedy  is  to  transfer  the  power  to  appoint 
the  state  treasurer  from  the  politicians  to  the  first  citizen  of  the 
state,  t.6.,  the  governor. 

Now  it  is  quite  possible  that  the  governor  would  appoint 
the  same  man  that  the  politicans  did  and  for  the  same  political 
reasons.  Nevertheless,  there  is  an  essential  gain.  The  fight  against 
inefficiency  will  be  transferred  from  a  jungle  to  an  open  field.  The 
elective  treasurer  mwt  be  in  politics;  the  appointive  treasurer  only 
may  be.  The  politicians  would  rather  appoint  the  state  treasurer 
direct  amid  the  hiu*ly-burly  of  a  popular  election  than  be  obliged  to 
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importune  the  governor  to  appoint  their  man.  For  the  governor 
may  or  may  not  be  amenable  to  their  reasoning.  Quite  possibly 
he  had  conferred  a  greater  favor  upon  them  by  accepting  their  nom- 
ination for  governor  than  they  did  upon  him  by  oflfering  it.  He 
was  elected  at  any  rate  largely  because  he  found  favor  with  the  rank 
and  file  of  the  people.  The  politicians  only  helped  and  their  hold 
on  him  is  correspondingly  weaker.  Add  to  tins  the  unpleasant  fact 
that  a  governor  becomes  a  popular  hero  every  time  he  hits  a  poli- 
tician over  the  head. 

The  change  to  the  appointive  or  short  ballot  system  thus  can- 
not be  guaranteed  to  take  the  administration  out  of  politics  and  out 
of  the  hands  of  the  politicians,  but  it  can  and  does  make  the  con- 
tinuation of  politicians  and  of  their  style  of  politics  conditional  upon 
the  friendliness  of  a  public  oflScer  who  must  accept  conspicuous. re- 
sponsibility for  his  attitude.  We  can  beat  the  politician  on  that 
battle-ground. 

Braddock'fi  army  was  helpless  against  the  Indians  in  the  natural 
ambush  of  the  forest  glades.  It  defended  itself  easily  when  George 
Washington  had  led  it  out  into  the  broad  meadow-lands. 
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.  By  John  A.  Lapp, 
Director,  Indiana  Bureau  of  Legislative  Information. 

The  Problem 

Representative  Bodies.  The  discussion  of  the  problems  of  leg- 
islation has  usually  centered  around  the  forms  of  legislative  bodies. 
The  problems  of  bicameral  legislatures,  the  cabinet  system  of  re- 
sponsible government,  and  questions  of  apportionment  have  been 
quite  generally  discussed.  These  discussions  of  form  have  obscured 
the  consideration  of  the  workings  of  legislative  bodies  in  their  effort 
to  translate  the  will  of  the  people  into  workable  statutes.  The 
breakdown  of  our  legislative  system  has,  however,  finally  forced 
upon  our  attention  the  necessity  of  a  thorough-going  examination 
of  our  entire  scheme  of  representation  and  of  the  workings  of  leg- 
islative bodies. 

The  effort  to  improve  legislation  first  centered  about  the  ques- 
tion of  making  legislators  truly  representative  of  their  constituents. 
In  many  states  that  problem  has  been  solved  by  the  adoption  of  the 
initiative,  referendum  and  recall  which  have,  to  a  large  degree, 
made  legislators  look  to  their  constituents  for  guidance  in  making 
laws.  This  new  method  of  insuring  responsibility  is  in  wholesome 
contrast  to  the  old  method  of  checks  and  balances  whereby  the 
people  attempted  to  protect  themselves  against  legislative  bodies 
by  shackling  all  legislatures  with  restrictions  that  prevented  them 
from  doing  things  which  ought  to  be  done  as  well  as  things  which 
ought  not  to  be  done. 

The  people  of  this  country  inherited  a  fear  of  government 
through  their  experience  with  governments  imposed  on  them  from 
without.  They  feared  their  own  representatives  and  lest  they 
should  do  some  harm  by  arbitrary  action,  their  methods  of  doing 
business  were  narrowly  restricted.  "It  is  against  the  enterprising 
ambition  of  this  department  (the  legislative)  that  the  people  ought 
to  indulge  all  their  jealousy  and  exhaust  all  their  precautions," 
said  Madison.  "The  legislative  department  is  everywhere  extend- 
ing the  sphere  of  its  activity  and  drawing  all  power  into  its  impetu- 
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ous  vortex/'i  Throughout  our  history  these  fears  thus  expressed 
have  found  lodgment  m  the  constitutions  of  our  states  and  the 
effect  has  been  disastrous  upon  the  capacity  and  effectiveness  of 
legislatures. 

Having  expelled  the  fear  which  has  long  been  felt  of  the  ty- 
ranny of  legislative  bodies,  through  the  adoption  o!  direct  methods 
of  action  against  legislators  and  the  laws  which  they  enact,  it  would 
seem  that  the  time  had  come  for  a  thorough  examination  to  see 
that  legislators  who  now  have  become,  through  the  influence  of 
popular  control,  more  truly  representative  of  the  people,  shall  have 
the  facilities  for  the  performance  of  their  function  of  law  making. 
We  have  doubtless  secured  or  are  securing  representative  legisla- 
tures.    Our  present  duty  is  to  work  for  efl5cient  le^slatures. 

Four  distinct  problems  confront  the  legislator  in  his  attempts 
at  law  making.  First,  he  must  express  the  will  of  the  people. 
Second,  he  must  express  the  intent  of  laws  clearly.  Third,  he  must 
keep  within  the  constitutional  limitations;  and  fourth,  he  must 
provide  for  enforcement. 

Interpreting  Popular  Will.  The  purpose  of  the  legislature 
being  to  translate  the  will  of  the  people  into  laws  requires  on  the 
part  of  the  legislator  that  he  give  close  attention  to  the  economic 
and  social  conditions  which  inspire  the  people  whom  he  represents 
to  favor  or  oppose  the  passage  of  laws.  He  should  not,  of  course, 
be  entirely  subservient  to  the  views  of  his  constituents  because  it 
is  assumed  that  he  may  be  able  from  greater  knowledge  and  broader 
experience  to  interpret  needs  better  than  those  to  whom  it  has  not 
been  given  to  see  the  effects  of  the  things  which  they  propose  in 
their  broadest  aspects. 

There  is  not  a  very  clearly  established  notion  in  this  country 
as  to  the  constituency  to  which  the  legislator  is  responsible.     While 
it  is  accepted  that  a  member  of  a  legislature  should  represent  the 
people  of  the  whole  state  and  approve  acts  which  are  for  the  benefit 
of  the  whole  state,  as  a  matter  of  fact,  being  responsible  for  hip 
election  to  the  people  of  his  legislative  district,  he  is  comi)elled  for 
political  expediency  to  ignore  the  high  standards  of  statesmanship 
which  would  set  state  benefits  against  local  benefits,  because  be 
must  ask  his  local  people  for  their  votes  and  his  continuance  iii 
^Federalist,  No.  48. 
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public  life  practically  depends,  not  on  how  he  serves  the  state,  but 
on  how  he  serves  his  local  community. 

As  a  practical  proportion,  therefore,  it  is  doubtful  whether 
we  can  have  le^latures  which  will  look  at  questions  from  the  stand- 
point of  broad  benefits  so  long  as  the  members  are  compelled  to 
look  for  their  election  to  voters  whose  views  and  vision  are  entirely 
local.  The  legislator  who  can  lead  his  people  to  see  the  righteous- 
ness of  his  course  in  supporting  state  interests  instead  of  local 
interests,  is  of  course  the  ideal  legislator.  Few  members  in  any 
state,  or  in  Congress,  have  a  state  or  national  conception  of  their 
work  and  few  have  such  qualities  of  leadership  as  are  necessary  to 
overcome  the  influence  of  local  benefits  or  prejudices.  The  legis- 
lator who  is  capable  of  analyzing  economic  and  social  conditions 
and  of  harmonizing  state  and  local  interests  is  the  true  representa- 
tive. We  cannot  have  the  full  realization  of  the  benefits  of  repre- 
sentative government  without  such  men.  But  we  cannot  have 
any  great  number  of  such  men  until  one  of  two  conditions  prevails 
— first,  the  education  of  the  people  to  a  recognition  of  the  suprem- 
acy of  state  or  national,  over  local  needs  or  opinions,  or  second,  a 
rearrangement  of  representation  so  that  a  part  or  all  of  the  le^sla- 
tors  will  be  elected  on  a  general  ticket  covering  the  whole  state. 

Expressing  InterU.  Among  the  problems  of  law  making  none 
is  so  difficult  as  that  which  inheres  in  the  use  of  language.  The 
difficulty  of  expressing  the  intent  of  a  difficult  law  in  exact  words  is 
very  great.  A  single  word  or  a  misplaced  comma  may  change  the 
entire  meaning  of  a  law.  Moreover,  every  law  must  be  framed  not 
merely  according  to  the  present  conditions  but  as  John  Stuart  Mill 
says:  "every  provision  requires  to  be  framed  with  the  most  accurate 
and  long-sighted  perception  of  its  effect  on  all  other  provisions  and 
the  law  when  made  should  be  capable  of  fitting  into  a  conostent 
whole." 

Of  the  use  of  words,  Cooley  says: 

The  deficiencies  of  human  language  are  such  that  if  written  inBtruments 
were  always  prepared  carefully  by  persons  skilled  in  the  use  of  words  we  should 
still  expect  to  find  their  meaning  often  drawn  in  question  or  at  least  to  meet  with 
difficulties  in  their  practical  application.  But  when  draftsmen  are  careless  or 
incompetent  these  difficulties  are  greatly  increased  and  they  multiply  rapidly 
when  the  instruments  are  to  be  applied,  not  only  to  the  subjects  directly  within 
the  contemplation  of  those  who  formed  them  but  also  to  a  great  variety  of  new 
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dreoQiBtaiioeB  which  oould  not  haye  been  anticipated  but  which  must  neyerthe* 
less  be  governed  by  the  general  rules  which  the  instruments  establish. 

Justice  Stephens  of  England  emphasized  the  same  point  in  a 
striking  passage  in  which  he  said  that  he 

was  not  accustomed  to  use  language  with  that  degree  of  precision  which  is  essential 
to  everyone  who  has  civer  had  to  draft  acts  of  parliament  which,  although  they 
may  be  easy  to  understand,  people  constantly  try  to  misunderstand  and  in  which, 
therefore,  it  is  not  enough  to  attain  to  a  degree  of  precision  which  a  person  reading 
in  good  faith  can  understand ;  but  it  is  necessary  to  attain  to  a  degree  of  precision 
which  a  person  reading  in  bad  faith  cannot  misunderstand.  It  is  all  the  better  if 
he  cannot  pretend  to  misunderstand  it. 

Any  person  who  has  had  to  frame  even  the  simplest  statutes 
where  no  other  complications  were  present  except  the  mere  diflSculty 
of  expression  of  exact  meaning,  has  had  abundant  proof  of  these 
statements,  A  change  of  the  single  word  "or"  to  "and,"  which 
words  in  legislation  are  usually  interchangeable,  considerably  weak- 
ened the  Inheritance  Tax  Law  of  Indiana,  The  surreptitious 
change  of  the  word  "such"  to  the  word  "all"  in  enrolling  a  bill 
in  the  same  state  a  few  years  ago,  removed  the  teeth  of  an  impor- 
tant law  affecting  railroads. 

The  California  legislature  had  to  be  called  in  special  session  in 
1911  to  correct  a  single  word  in  a  constitutional  amendment  which 
had  been  passed.  The  Maine  legislature  of  1915  was  also  called  in 
special  session  to  correct  a  single  word  in  a  workmen's  compensa- 
tion act. 

Experiences  might  be  multiplied  on  this  head  all  tending  to 
prove  the  obvious  facts  that  the  most  precise  and  far-sighted  care 
must  be  taken  to  make  any  law  effective. 

ConstituUonal  Limitations.  The  difficulties  above  mentioned 
confront  the  legislatures  of  all  countries,  but  in  addition  there  are 
supplementary  difficulties  in  this  country  because  the  law  must 
fit  into  and  not  exceed  the  provisions  of  the  federal  and  state  con- 
stitutions. The  constitutions  are  the  centripetal  forces  holding  the 
law  to  certain  limits  which  the  centrifugal  forces  of  progress  always 
tend  to  exceed. 

Four  distinct  matters  must  be  considered  in  the  state  le^vda- 
tures:  First,  is  the  power  one  which  has  been  ^ven  to  and  exetcva^d 
by  congress?     Second,  is  the  power  one  which  has  been  denied  to 
the  state  by  express  terms  of  the  federal  constitution?    Third,  is 
the  power  one  which  has  been  denied  to  the  le^slature  by  the  state 
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constitution?  Fourth,  has  the  bill  been  prepared  and  adopted  in 
strict  conformity  to  the  rules  laid  down  by  the  state  constitution? 
Thus  the  inherent  difficulties  of  correct  expression  are  supplemented 
by  the  practical  difficulties  of  conformity  to  state  and  federal  con- 
stitutions and  of  enactment  according  to  methods  prescribed  by  the 
state  constitutions.  The  bill  drafter  must  know,  not  only  the 
broad  principles  of  constitutional  law  but  he  must  be  familiar  with 
every  detail  of  the  state  and  federal  constitutions. 

Enforcement.  Provisions  for  enforcement  are  no  less  important 
than  the  matters  just  mentioned.  Enforcement  requires  attention 
to  the  economic  and  social  basis,  exact  wording  and  constitutional 
limitations.  Laws  will  not  be  enforced  contrary  to  public  senti- 
ment; laws  cannot  be  enforced  which  are  uncertain  in  meaning; 
and  laws  contrary  to  constitutional  provisions  are  null  and  void 
from  the  beginning.  ''Laws  shall  be  expressed  in  plain  language 
avoiding  so  far  as  possible  the  use  of  technical  terms"  declare  some 
of  the  constitutions.  Penal  statutes  are  always  strictly  construed. 
Courts  will  not  punish  offenders  under  an  uncertain  statute. 

Laws  which  are  to  be  enforced  by  administrative  officers  are  at- 
tended with  peculiar  difficulties.  How  to  give  the  right  measure  of 
authority  to  administrative  officials  and  how  to  secure  government 
of  laws  and  not  of  men  without  destroying  efficiency  are  foremost 
problems  in  modem  legislation.  The  attempt  to  prescribe  exact 
details  of  administrative  action  by  legislators  ignorant  of  adminis- 
trative law  and  practice,  often  destroys  the  efficiency  of  laws. 
Mill's  strictures  on  legislative  bodies  are  equally  true  today  when 
he  said  that  a  popular  assembly  is  not  fitted  "to  administer  or  to 
dictate  in  detail  to  those  who  have  the  charge  of  administration. 
Even  when  honestly  meant,  the  interference  is  almost  always  in- 
jurious. Every  branch  of  public  administration  is  a  skilled  busi- 
ness which  has  its  own  peculiar  principles  and  traditional  rules 
many  of  them  not  even  known  in  any  effectual  way,  except  to  those 
who  have  at  some  time  had  a  hand  in  carrying  on  the  business  and 
some  of  them  likely  to  be  duly  appreciated  by  persons  not  prac- 
tically acquainted  with  the  department." 

The  Machinery  op  Legislation 

Qualification  of  Members.  The  existing  machinery  of  legis- 
lation is  almost  wholly  inadequate  to  do  the  work  which  is  required. 
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Representative  government  has  not  brought  men  of  the  greatest 
capacity  mto  legislative  halls.     Legislators  are  universally  elected 
from  small  districts.     The  influences  surrounding  them  are  too 
often  local  and  provincial.     Wide  acquaintance  with  social  and 
economic  needs  is  unconunon. 

Very  few  legislators  have  had  experience  &tting  tbem  tor  mat-  I 
ing  laws.  It  is  common  in  many  states  to  find  fully  three-fourtha 
of  the  members  who  are  totally  without  legislative  experience.  A 
laxge  percentage  serve  only  one  term.  By  the  time  they  learn  the 
first  rudiments  of  legislation  the  session  is  over.  Few  members 
are  familiar  with  the  laws  which  they  propose  to  amend  or  supple- 
ment. The  statute  book  is  so  much  Sanscrit  to  many.  Yet  these 
men  amend  old  laws  and  pass  new  ones  affecting  the  life,  liberty 
and  property  of  all  the  people  of  the  state  I 

Qudlificatians  of  Employees.  The  lack  of  qualifications  of  the  ^ 
legislators  themselves  might  be  overcome  by  an  eflScient  organiza- 
tion of  clerical,  legal  and  expert  assistants.  This  has,  however, 
not  been  very  generally  done  in  state  legislatures.  In  almost  every 
state  the  assistants  are  appointed  solely  on  political  considerations. 
It  is  a  conmion  practice  to  divide  the  patronage  among  the  members 
of  the  dominant  party — each  member  having  one  or  more  appoint- 
ments. In  consequence,  legislatures  are  compelled  to  begin  their 
work  with  crudely  working  machinery.  Everyone,  who  has  had 
anything  to  do  with  organizing  forces  of  assistants,  knows  the 
difficulty  of  bringing  together  quickly  a  body  of  assistants  who 
will  work  together.  Under  most  favorable  conditions  the  difficulty 
is  extreme  but  imder  existing  conditions  in  legislatures  it  become 
impossible.  So,  instead  of  being  relieved  of  technical  matters  of 
legislation  by  a  skilled  body  of  assistants,  burdens  are  added  to  the 
members.  The  usual  legislative  session  is  nearly  over  before  the 
clerks  and  assistants  actually  learn  their  jobs. 

Very  little  attention  has  been  given  to  the  higher  grades  of 
assistants.  Legislatures  seem  to  have  been  afraid  of  employing 
the  man  who  knows  thoroughly  the  work  of  legislation  or  the  man 
of  exx>ert  attainments  in  bill  drafting  or  the  constitutional  adviser 
or  the  research  man.  The  personnel  of  the  legislative  force  seYdoTo. 
contains  any  assistants  of  this  class. 

lAmiUUion  of  Sessions.    In  all  but  sixteen  states,  there  is  a 
limit  to  the  length  of  sessions.    This  limit  varies  irom  forty  to 
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ninety  days.  In  most  instances  the  limit  was  fixed  years  ago 
when  the  demands  upon  the  legislature  could  probably  be  met 
during  the  period  fixed.  This  is  not  the  case,  however,  in  any 
state  at  this  time.  The  limitation  of  sessions  assumes  that  the 
legislature  is  a  necesary  evil  which  must  be  curbed  at  every  point 
and  which  must  be  got  rid  of  just  as  quickly  as  possible.  Such 
limitation  fails  to  recognize  that  legislatures  meet  to  consider 
and  pass  upon  present  needs.  They  ought  to  be  free  to  spend 
as  much  or  as  little  time  as  necessary  to  do  their  work  efficiently. 

Special  and  Local  LegislaUon.  Much  of  the  valuable  time  of 
the  members  is  spent  in  handling  special  and  local  acts  about 
which  very  few  of  them  can  give  any  intelligent  judgment.  In 
the  states  where  special  and  local  acts  are  narrowly  limited,  the 
tendency  to  pass  such  acts  by  indirection  is  very  great.  The 
general  statutes  of  the  states  are  filled  with  exceptions  which  have 
been  forced  into  the  laws  by  local  or  special  interests  seeking  advan- 
tages. At  the  same  time,  while  it  has  not  cured  the  ills  of  special 
legislation,  the  provision  against  special  and  local  legislation  adds 
immensely  to  the  difficulties  of  keeping  within  the  constitutional 
limitations. 

Thb  Remedy 

-The  writer  does  not  believe  that  there  will  be  any  decided 
improvement  in  the  ability  of  legislators  except  as  the  whole  mass 
of  the  people  are  improved  by  education.  Such  betterment, 
moreover,  will  be  more  than  offset  by  the  increased  complexities 
of  law  making  which  each  year  adds.  It  is  not  to  be  expected 
that  legislators  will  become  expert  law  makers.  It  is  out  of  the 
question  that  members  will  be  able  to  investigate  intricate  subjects, 
examine  legal  technicalities,  draft  bills  or  pass  upon  details.  That 
would  imply  a  race  of  supermen.  Such  a  body  would  not  be  rep- 
resentative of  the  people.  So  long,  therefore,  as  we  have  repre- 
sentative government,  we  must  expect  the  members  of  the  legisla- 
ture to  be  ordinary,  intelligent  men  without  expert  know^ledge. 
Indeed,  true  representation  implies  that  all  interests  shovdd  be 
represented  in  the  legislature.  The  legislature  ought  to  be  the 
forum  where  every  class  of  our  citizenship  should  have  a  hearing 
through  representatives  in  sympathy  with  their  ideas.  Probably 
before  we  shall  have  such  a  lefi^ature,  some  plan  of  proportional 
representation  must  be  devised  which  will  insure  the  representation 
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of  minorities  in  proportion  to  their  strength.  By  means  of  the 
initiative  and  referendum,  legislative  responsibility  to  the  whole 
state  is  assured.  By  the  recall,  responsibility  to  their  constituents 
is  certain.  If  to  these  can  be  added  such  a  scheme  of  organization 
as  will  relieve  the  legislators  of  the  things  which  they  are  not  fitted 
to  do,  and  leave  them  the  things  to  do  which  representative  bodies 
should  really  do,  there  ought  to  be  vast  improvement  in  the  quality 
of  legislation. 

Improved  OrganizaUon.  To  enable  the  le^slatures  to  do  their 
work  the  first  improvement  must  be  in  the  organization  of  the 
assistants  who  are  to  do  the  detailed  work.  There  must  be  some 
permanent,  expert,  non-partisan  official,  or  officials,  who  makes 
of  le^slation  a  permanent  business  and  who  can  bring  to  the  repre- 
sentatives of  the  people  an  efficient  kind  of  professional  service. 
Legislators  ought  to  be  relieved  of  the  details  of  law  making  so  that 
they  may  be  left  free  to  decide  upon  general  principles. 

In  any  scheme  of  organization,  attention  needs  to  be  directed 
to  the  committee  work.     This  is  the  vital  part  of  legislation.    The 
legislatures  justly  rely  upon  their  committees  to  sift  matters  re- 
ferred to  them  and  present  back  to  the  body  suitable  recom- 
mendations together  with  proper  drafts  of  the  bills  favored.    If  the 
work  of  the  committee  has  been  done  in  ignorance  or  if  the  bills 
lepoited  \>«taC\L  Yiave  not  had  the  attention  which  they  should  have 
leceVveA,  ttie  committee  work  is  a  failure.    Comiiuttee  work  ought 
to  be  responrible  work;  thorough  analysis  of  every  bill  should  be 
made  and  every  member  should  go  on  record  in  every  action  taken 
on  the  bill.    Since  the  members  of  committees  cannot  give  personal 
attention  to  all  of  the  bills  referred  to  them  and  since  they  are  not 
qualified  to  frame  statutes  and  pass  upon  their  details,  it  follows 
that  if  any  expert  work  is  to  be  done  by  the  committees,  specially 
qualified  assistants  should  be  provided.    Such  assistants  would 
serve  the  committees  in  the  same  way  that  the  corporation  lawyer 
or  engineer  serves  a  board  of  directors.    Any  committee  which 
attempts  to  do  its  work  with  its  own  clumsy  hands,  will  not  give 
us  the  kind  of  legislation  needed. 

Legislative  Information.    A  solid  background  of  information  '^ 
is  also  imperative.    Legislators  ought  to  be  guided  by  experience 
whenever  experience  will  show  them  the  way  to  success  or  point 
the  way  of  failure.    Every  state  may  profit  by  the  experience  of 
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other  states  and  foreign  countries.  There  is  nothing  new  under 
the  sun,  at  least  for  all  practical  purposes,  and  the  problem  of 
efficient  legislation  is  to  utilize  all  the  data  of  experience  in  formu- 
lating laws  and  deciding  upon  their  enactment. 

Until  very  recently  nothing  worth  while  had  been  done  to  gather 
the  experience  of  states  and  countries  and  make  it  available  for 
legislative  guidance.  In  contradistinction  to  the  failure  to  provide 
guides  for  legislation  may  be  mentioned  the  extreme  care  and  great 
effort  extended  in  the  gathering  of  judicial  experience  for  the  guid- 
ance of  courts.  Every  supreme  court  has  at  its  command  every 
court  decision  rendered  in  this  country  and  in  English-speaking 
countries.  Legal  clerks  are  at  its  service  to  sift  every  case  to  the 
bottom  to  find  out  what  interpretations  have  been  put  upon  similar 
cases.  The  legislators  have  had  no  such  efficient  guides,  although 
it  is  a  far  more  difficult  task  to  frame  statutes  than  to  interpret 
them.  The  legislative  reference  departments  have  made  a  good 
beginning  in  many  states  but  their  inadequate  facilities  do  not 
make  them  compare  favorably  with  the  facilities  for  judicial  inter- 
pretation. Vast  amounts  of  information  are  being  gathered  by 
these  departments.  The  light  of  experience  is  beginning  to  be 
thrown  on  law  making  but  not  until  better  methods  are  employed 
to  translate  intricate  facts  into  material  understandable  by  the 
legislators,  will  this  agency  solve  the  problem  of  legislative  guidance. 

Legislative  Drafting.  Closely  related  to  legislative  information 
is  the  subject  of  bill  drafting.  It  is  through  the  medium  of  a  bill 
that  the  carefully  collected  information  of  the  legislative  reference 
bureau  may  be  translated  into  concrete  statements.  Expert  bill 
drafting  is  an  absolute  necessity  in  any  plan  of  legislative  reform. 
Members  cannot  draft  bills  and  they  ought  not  have  that  respon- 
sibility placed  upon  them.  Nor  should  they  as  a  body  pass  upon 
details. 

It  is  impossible  (said  John  Stuart  Mill)  that  these  conditions  (accurate 
law  making)  should  be  in  any  degree  fulfilled  when  laws  are  voted  clause  by 
clause  in  a  miscellaneous  assembly.  The  incongruity  of  such  a  mode  of  legis- 
lating would  strike  all  minds  were  it  not  that  our  laws  are  already  as  to  form 
and  construction  such  a  chaos  that  the  confusion  and  contradiction  seem  incapa- 
ble of  being  made  greater  by  any  addition  to  the  mass. 

What  Mill  would  have  thought  of  the  utter  confusion  of  the 
statute  laws  of  American  states  can  only  be  conjectured. 
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We  Americans  have  made  a  huge  joke  of  the  expression  that 
"ignorance  of  the  law  excuses  no  one"  when  we  have  allowed  our 
laws  to  be  in  such  a  state  of  confusion  that  no  one  of  ordinary- 
discretion  would  assume  to  say  what  the  law  is  on  important  sub- 
jects.   An  expert  corps  of  draftsmen  consisting  of  men  of  the  high- 
est legal  attainments  is  a  necssity  which  ought  to  strike  intelligent 
minds  forcibly.     Why  legislatures  have  failed  to  create  agencies 
of  this  character  is  one  of  the  mysteries  unsolved.     The  best  guess 
on  the  matter  is  that  they  have  feared  that  it  might  take  away  the 
precious  privilege  of  tinkering  with  the  laws  themselves.     They 
have  assumed  that  drafting  is  their  function  whereas  it  is  not  and 
could  not  be  the  function  of  a  miscellaneous  assembly.     Only  the 
highest  grade  of  legal  service  should  be  employed  if  we  are  to  re- 
deem our  laws  from  their  present  chaotic  state. 

Not  less  important  than  the  drafting  of  bills  is  the  matter  of 
expert  revision.     Laws  drafted  with  the  greatest  care  and  left  to  the 
tender  mercies  of  succeeding  legislatures  are  soon  an  intolerable 
mass  of  conflicting  provisions.     The  drafting  bureau  ought,  there- 
fore, to  become  a  revision  commission  which  shall  take  up  the  laws 
subject  by  subject  and  after  revising  them  into  a  state  of  consistency 
should  be  an  adjunct  of  the  legislature  to  which  all  futiu-e  amend- 
ments must  be  referred  in  order  that  thereafter  the  law  may  be  kept 
consistent.     The  scheme  proposed  by  Mill  for  Parliament  whereby 
a  special  commission  was  to  be  created  to  which  should  be  referred 
every  bill  in  order  to  make  sure  of  its  form  and  substance,  would 
fit  into  the  machinery  of  our  state  governments  with  great  benefit. 
Under  that  scheme,  the  legislature  would  approve  the  principle 
of  a  bill  and  refer  it  to  the  commission  with  instructions  to  draft. 
The  legislature  would  have  no  authority  to  change  such  a  bill 
but  would  refer  it  back  to  the  commission  for  any  changes  which 
were  desired.    How  to  get  such  a  conunission  under  the  present 
extreme   partisanship  in  American  legislatures,   is  the  practical 
problem  confronting  the  states.     Such  a  commission  would  neces- 
sarily be  non-partisan.    Ordinary  lawyers  would  be  of  small  value 
to  do  the  work.     Narrow  technicians  in  the  law  would  be  fatal 
to  the  commission.    Broad-minded  lawyers  who  are  not  tied  to 
formalism  and  who  are  thorough  students  of  economic  and  social 
progress  would  be  the  ideal  draftsmen.     Such  positions  ought  to 
rank  in  dignity  with  the  judges  of  the  supreme  coturt. 
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The  drafting  departments  of  le^ative  reference  bureaus  may 
readily  develop  into  this  ideal.  At  present  they  are  sometimes 
handicapped  by  unjust  suspicions  on  the  part  of  some  legislators 
who  seem  to  think  they  are  usurping  le^ative  functions. 

Other  Reforms.  With  the  changes  herein  suggested  some 
additional  reforms  must  be  effected  or  else  the  machinery  wiU 
break  down  as  the  existing  machinery  has  broken  down.  In  the 
first  placC;  time  is  the  essence  of  careful  legislation.  IinpK>rtant 
laws  hurried  through  the  legislature  in  the  closing  days  of  a  limited 
session  are  bound  to  be  filled  with  defects  and  fraud.  The  time 
limits  of  legislatures  must  therefore  be  removed  or  greatly  extended 
in  order  that  legislatures  may  meet  modem  needs  in  deliberative 
fashion. 

The  burden  of  local  and  special  legation  must  also  be  taken 
off  the  backs  of  legislatures.  Today  the  greater  part  of  the  time 
of  legislators  is  taken  up  with  the  consideration  of  local  and  special 
bills.  Such  legislation  cannot  be  successfully  prohibited  and  ought 
not  to  be  prohibited.  There  are  many  necessary  local  exceptions 
to  general  acts  arising  out  of  the  differing  conditions.  We  shall 
probably  not  successfully  solve  this  problem  until  the  restrictions 
placed  in  the  constitutions  upon  local  and  special  legislation  are 
entirely  removed  and  two  conditions  set  up  to  relieve  the  situation 
— first,  greater  home  rule  for  cities  and  counties;  second,  a  local 
government  board  with  power  to  make  provisional  orders  subject 
to  ratification  by  the  le^ature. 

Since  legislation  is  so  intimately  connected  with  administra- 
tion, there  must  be  established  some  direct  connection  whereby 
administrative  experience  may  guide  the  legislatures  in  enacting 
laws  which  are  to  be  administered  or  executed  by  administrative 
officials.  Already  there  are  movements  to  put  the  preparation  of 
the  budget  estimates  upon  executive  officials  leaving  the  legicdature 
free  to  reject  but  not  increase.  A  responsible  financial  program  is 
thereby  worked  out.  Legislative  draftsmen  will  necessarily  be 
familiar  with  administration  and  an  effective  drafting  bureau 
would  eliminate  many  of  the  faults  found  at  present.  However,  it 
will  be  necessary  to  make  some  more  vital  connection  between  the 
administrative  division  of  the  government  and  the  le^cdative 
division  in  order  to  get  responsive  interaction  between  law  making 
and  law  enforcement. 
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But  above  all  and  growing  out  of  all  of  these  considerations 
we  need  to  recognize  that  the  most  important  thing  in  making 
legislators  law  makers  is  to  clearly  establish  the  proper  function  of 
the  legislative  body  and  leave  it  to  perform  its  legitimate  functions. 
At  present  legislatures  attempt  too  much.     They  try  to  do  things 
wliich  they  cannot  do  well.     They  attempt  too  much  detailed 
regulation  and  burden  themselves  with  work  which  could  be  better 
done  by  properly  phosen  subordinate  experts.     Legislatures  ought 
to  be  the  controlling  body  and  not  attempt  administration.     Con- 
fined to  this  fimction,  a  legislature  responsible  to  the  people  will 
lift  itself  out  of  the  confusion  and  reestablish  itself  in  the  confidence 
of  the  people. 
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By  Herbert  Hablby, 
Secretary,  American  Judicature  Society,  Chicago. 

Over  a  large  portion  of  this  country  the  belief  is  prevalent  that 
judges,  in  order  to  serve  the  public  faithfully,  must  be  chosen  by- 
popular  vote  and  hold  oflSce  for  a  comparatively  brief  term.  This 
beUef  conforms  to  doctrine  which  has  enjoyed  overwhebning  popu- 
larity in  this  country;  it  also  conforms  to  the  practical  ^shes  of 
numerous  lawyers  who  are  ambitious  to  wear  the  ermine.  The 
offspring  of  an  era  of  dogmatic  optimism,  it  is  fitting  that  this 
easy  doctrine  should  now  be  challenged  by  a  principle  which  reflects 
the  disillusion  and  skepticism  of  the  present  time. 

The  new  principle  denies  the  abiUty  of  the  electorate  to  make 
wise  selection  for  a  highly  technical  branch  of  work.  There  can 
be  no  dispute  of  the  claim  that  the  work  of  the  judge  is  exceedingly 
technical.  The  electorate  broadly  cannot  correctly  appraise  the 
relative  ability  of  lawyers,  and  much  less  can  it  estimate  with  ac- 
curacy the  fitness  of  members  of  the  bar  to  hold  judicial  oflEice. 

The  conflict  between  the  old  doctrine,  so  firmly  entrenched, 
and  the  new  principle — new  at  least  as  a  working  proposition  in 
American  politics — is  only  now  beginning.  It  will  be  interesting 
to  observe  the  progress  of  this  conflict. 

There  is  no  settled  world  practice  with  respect  to  the  selection 
of  judges,  but  appointment  in  some  form  is  nearly  universal.  Eng- 
land learned  long  before  our  Revolution  that  judges  must  not  be 
subject  to  removal  at  the  pleasure  of  the  appointing  power.  The 
difficulty  was  overcome  by  guaranteeing  life  tenure  subject  only  to 
impeachment  and  trial  for  malfeasance.  Under  this  condition  the 
English  bench  has  gradually  become  the  tractable  servant  of 
democracy.  Even  in  appointment,  democratic  forces  control  but 
without  any  sacrifice  of  the  principle  of  expertness  in  selection. 
If  any  person  be  disposed  to  dispute  the  statement  that  the  Elnglish 
bench  is  essentially  democratic,  let  him  consider  the  extreme  caution 
observed  by  that  bench  not  to  usurp  legislative  functions;  its  will 
is  always  subjugated  to  the  will  of  the  people's  Parliament. 
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In  England  the  bench  is  recruited  directly  from  that  wing  of 
the  legal  profession  which  is  devoted  solely  to  the  trial  of  conten- 
tions issues.  The  theory  governing  this  choice  is  that  the  experi- 
enced barrister,  by  his  familiarity  with  judicial  procedure  and  his 
expertness  in  analyzing  issues,  is  able  to  decide  causes  more  speedily 
and  more  correctly  than  any  other  type  of  lawyer.  In  that  country 
the  dissatisfaction  with  the  present  situation  is  directed  to  the 
alleged  fact  that  the  barrister-judge  tends  to  exalt  the  principle  of 
contentiousness,  thus  contributing  to  the  high  cost  of  litigation. 

A  certain  equilibrium  was  reached  long  ago  in  Germany  along 
quite  different  hnes.  The  theory  there  has  been  that  the  work  of 
the  judge  is  so  peculiar  as  to  warrant  special  training.  German 
judges  are  not  taken  from  the  ranks  of  successful  lawyers;  they  are 
trained  from  youth  for  the  bench,  and  are  advanced  step  by  step 
from  the  less  responsible  judicial  positions  to  the  highest.  Such 
undercurrent  of  dissatisfaction  as  there  exists  is  directed  to  the  fact 
that  judicial  training  of  this  sort  produces  a  bench  out  of  touch 
with  the  ordinary  affairs  of  life,  that  it  tends  to  exalt  the  academic 
at  the  expense  of  the  practical. 

In  the  formative  period  of  American  institutions  there  was 
present  a  dominant  intention  to  escape  historic  evils  of  the  judi- 
ciary. Because  an  English  bench  had  proved  at  an  earlier  time  to 
be  subservient  to  royalty  there  was  a  disposition  to  view  all  judges 
in  a  skeptical  light.  In  fact  a  considerable  element  of  American 
political  principle  consisted  of  fortifying  society  against  evils  which 
had  existed  at  some  previous  time  in  the  parent  state. 

The  first  fifty  years  of  the  national  life  were  years  in  which  ex- 
pertness was  at  a  discount,  especially  in  the  newer  communities. 
It  is  not  hard  to  understand  the  change  in  all  the  newer  states,  and 
in  some  of  the  older  ones,  to  an  elective  judiciary  and  short  tenure. 

Nor  is  it  so  difficult  to  appreciate  the  fact  that  for  a  long  time 
the  defects  of  the  new  dispensation  were  obscmred.  Ours  was  a 
rough  and  ready  society  and  an  elected  judiciary  seemed  sympa- 
thetic with  the  aims  of  that  society.  Class  divisions  came  later. 
The  corruption  of  party,  invisible  government,  and  bi-partisanship, 
all  came  later. 

Analysis  of  conditions  in  states  which  elect  judges  points  to  two 
seemingly  divergent  facts,  both  of  which  must  be  kept  in  mind. 

We  must  realize  that  there  have  been  a  great  many  capable  and 
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successful  elected  judges,  enough  in  most  jurisdictions  to  conceal  in 
large  measure  the  second  fact,  which  is  that  the  elected  judiciary 
has,  broadly,  fallen  short  of  a  standard  of  reasonable  efficiency. 
These  conclusions  are  not  inconsistent.  A  judicial  system  is,  in  a 
sense,  no  stronger  than  its  weakest  link. 

While  recognizing  the  fact  that  many  elected  judges  have  been 
satisfactory,  and  a  few  ideally  qualified  to  judge,  it  must  be  added 
that  the  really  competent  judge  has  been  the  exception  rather  than 
the  type.  Nor  is  it  difficult  to  account  for  numerous  exceptions 
under  this  head.  Even  with  a  hit-and-miss  method  of  selection 
it  would  be  miraculous  if  some  talent  were  not  secured  for  the  bench. 
A  mere  choice  by  lot  would  inevitably  score  some  hits.  The  tre- 
mendous steadying  effect  of  the  judicial  position  must  also  receive 
considerable  credit.  We  must  remember  that  the  beginner  on  the 
bench,  if  at  all  qualified,  is  in  an  ideal  position  to  be  educated. 

No  article  of  ordinary  length  could  contain  a  full  defense  of 
the  claim  that  the  elective  bench  is  on  the  whole  unrepresentative 
of  the  highest  talent  of  the  legal  profe^on.  An  observer  may  say 
that  he  knows  tiiis  to  be  true  of  his  own  knowledge,  just  as  he  knows 
that  there  are  occasional  excellent  judges  ^ho  are  elected  term  after 
term.  The  general  public  dissatisfaction  with  elected  judges  is 
evidenced  by  frequent  dismissals;  it  is  evidenced  also  by  the  origin 
and  spread  of  the  judicial  recall  doctrine;  it  is  evidenced  finally  by 
numerous  attempts  to  bolster  up  the  system  by  improved  methods 
of  nominating  and  balloting.  A  most  convincing  arraignment  of 
elected  judges  as  a  class  will  be  found  in  the  preface  to  the  recent 
supplement  to  Wigmore's  Evidence. 

Just  as  the  people  broadly  lack  acquaintance  with  the  quaUties 
which  make  for  judicial  strength  so  do  they  lack  precise  knowledge 
of  the  shortcomings  of  their  servants  in  a  field  so  involved  and  tech- 
nical. They  have  not  been  aware  that  their  bitter  struggle  during 
the  last  two  decades  to  socialize  their  law  has  been  against  elected 
judges.  This  has  been  compactly  set  forth  in  the  notable  report  of 
the  special  committee  on  "  Reform  in  the  Administration  of  Justice" 
of  the  National  Economic  League,  as  follows: 

The  constructive  work  in  America^law,  the  adaptation  of  EngliBh  case  law 
and  English  statutes  to  the  needs  of  a  new  country  and  the  shaping  of  them  into 
an  American  common  law,  was  done  by  appointed  judges  while  most  of  the  tech- 
nicality of  procedure,  mechanical  jurisprudence  and  nitfrow  adheranoe  to  ei^t- 
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eenih-century  absolute  ideas  of  which  the  pablio  now  complains  is  the  work 
of  elected  judges.    The  illiberal  decisions  of  the  last  quarter  oi  the  nineteenth 
century  to  which  objection  is  made  today  were  almost  wholly  the  work  of  popu- 
larly elected  judges  with  short  tenure.    Moreover,  where  today  we  have  appoint- 
ive courts  these  courts  in  oonaervative  communities  have  been  liberal  in  questions 
of  constitutional  law  where  elective  judges,  holding  for  short  terms,  have  been 
strict  and  reactionary.    For  illustration  one  may  compare  the  decisions  of  the 
Supreme  Court  of  the  United  States  and  of  the  Supreme  Judicial  court  of  Massa-   * 
chusetts  on  the  subject  of  liberty  of  contract  with  those  of  the  supreme  courts  of 
niinois  and  Missouri.     Also  one  may  compare  the  decisions  of  the  highest  courts 
of  Massachusetts  and  of  New  Jersey  on  the  subject  of  workmen's  compensation 
legislation  with  the  pronouncement  of  the  Court  of  Appeals  of  New  York.    So  in 
procedure,  the  judicial  application  of  the  Massachusetts  practice  act  should  be 
compared  with  the  fate  of  the  New  York  Code  of  Civil  Procedure  of  1848.    The 
later  New  York  code  attempted  the  impossible  in  the  way  of  detail.    But  it 
would  have  been  quite  as  easy  to  make  technicality  of  procedure  an  end  in  Massa- 
chusetts as  in  New  York.    A  liberal  application  of  the  New  York  code  of  1848 
by  strong  judges,  resisting  the  attempt  of  counsel  to  use  the  code  in  the  game  of 
litigation,  might  have  achieved  a  modem  procedure  half  a  century  ago.    Under 
our  systems  of  making  law  through  judicial  empiricism  almost  everything  turns 
on  the  strength,  capacity  and  learning  of  the  judge.    We  require  much  more  of  a 
judge  than  popularity  or  honest  mediocrity  or  ignorant  seal  for  the  public  welfare 
can  bring  about. 

The  earlier  elected  judges  found  theu-  work  easier  because  the 
law  had  not  yet  entered  upon  its  period  of  class  stress.  The  typical 
American  community  of  forty  or  fifty  years  ago  was  rural  in  char- 
acter and  the  citizenship  was  comparatively  homogeneous  in  aims 
and  ideals.  The  divisions  between  capital  and  labor  were  yet  to  be* 
The  stress  due  to  the  bending  of  an  ancient  individualistic  phil- 
osophy of  law  to  modern  social  needs  was  undreamt  of. 

These  things  came  in  the  fullness  of  time.  There  is  reason  to 
believe  that  a  more  cultured  type  of  judge  would  have  understood 
this  conflict  better.  It  is  plausible  to  hold  that  a  more  independent 
tenm*e  would  have  permitted  the  judge  to  move  gracefully  from  the 
old  dispensation  to  the  new  for  that  very  event  is  observable  in 
states  having  life  teninre  and  in  the  Federal  Supreme  Court. 

The  notorious  deprivation  of  judicial  power  through  minutely 
regulated  statutory  procedure,  whdch  resulted  in  making  the  trial 
judge  Uttle  more  than  a  passive  .moderator  of  a  contentious  pro- 
ceeding, came  after  the  "democratization"  of  the  bench.  This 
stripping  the  judiciary  of  the  least  powers  for  self-government  has 
been  a  potent  though  subtle  force  to  imdermine  the  bench  and  pre- 
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vent  a  healthy,  concerted  and  constructive  movement  for  rendering 
justice  efficiently. 

The  spread  of  the  elective  principle,  if  it  did  not  directly  en- 
courage, at  least  did  not  interfere  with  the  development  of  poUtical 
supremacy  in  the  supreme  courts  of  the  land.  This  has  been  due 
directly  to  the  irresponsibility  of  legislatures  and  indirectly  to  the 
limitation  of  legislative  powers  in  the  later  state  constitutions.  In 
typical  states  the  supreme  court  virtually  constitutes  a  third  house 
with  a  fairly  effective  veto  over  legislation,  but  without  power  to 
shape  and  direct  the  evolution  of  judicial  procedure.  It  would  be 
difficult  to  imagine  a  more  genuine  departure  from  the  theory  of 
separation  of  powers. 

There  has  been  also,  coincident  with  that  development  of 
classes  which  destroyed  civic  homogeneity,  the  growth  of  vast 
cities  with  the  inevitable  lowering  of  the  average  intelligence  of  the 
voter,  and  his  reduction  to  the  level  of  a  pawn  in  the  hands  of  party 
organizations.  In  these  great  cities  litigation  has  been  concentrated 
and  an  almost  total  absence  of  judicial  organization  and  system  has 
prevailed. 

Observation  of  a  broad  field  reveals  the  fact  that  judicial 
success  is  in  inverse  ratio  to  the  massing  of  population  and  industry. 
Various  expedients  to  improve  the  quality  of  the  bench  have  been 
tried  and  projected.  These  fall  roughly  into  two  classes.  One 
class  comprises  extra-legal  expedients  intended  to  bolster  up  an 
inefficient  form  of  judicial  selection.  In  the  more  enlightened  com- 
mimities  there  has  been  more  or  less  success  in  departing  from  the 
spirit  of  the  elective  doctrine  while  retaining  the  form.  These 
attempts  constitute  virtually  an  attempt  to  substitute  a  de  facto 
method  of  appointment.  The  voters  instinctively  delegate  their 
powers  of  selection  to  a  more  or  less  expert  class.  This  phase  of 
the  subject  is  interestingly  discussed  in  an  article  on  "Methods  of 
Selecting  and  Retiring  Judges  in  a  Metropolitan  District''  in  the 
March,  1914,  number  of  The  Annals. 

It  is  shown  that  the  conservative  citizenship  of  Wisconsin  has 
achieved  a  measure  of  success  by  tacitly  permitting  the  leaders  of 
the  bar  to  control  nominations.  The  result  has  been  on  the  -whole 
better  than  in  many  states  which  could  be  named  but  it  is  not 
entitled  to  implicit  faith.  Being  an  extra-legal  method,  dependent 
upon  continuity  of  tradition,  it  involves  reelection  of  the  sitting 
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judge  regardless  of  his  qualifications.     It  is  true  that  Wisconsin 
has  succeeded  in  this  manner  in  banishing  partisanship  from  the 
bench,  but  the  reverse  fact  must  be  noted  that  the  retention  of 
unpopular  judges  has  resulted  in  the  establishment  in  about  thirty- 
counties  of  special  municipal  courts  intended  to  permit  suitors  to 
escape  the  regular  court  in  a  majority  of  causes.     The  result  is  a 
lack  of  organization,  a  multiplying  of  agencies,  and  an  increase  of 
cost  which  is  leading  now  to  a  movement  for  general  organic  reform. 
In  North  Carolina  over  one  hundred  special  courts  have  been 
spawned  for  similar  reasons  and  conditions  there  may  properly  be 
called  chaotic. 

In  Colorado  the  organized  bar  has  made  a  brave  attempt  to 
direct  voters.  A  most  complex  system  of  bar  primaries  has  been 
evolved.  The  outcome  is  still  in  doubt.  If  the  result  is  permanent 
betterment  it  will  be  but  another  proof  that  reform  of  the  popular 
election  of  judges  comes  about  by  a  cfe  facto  abandonment  of  the 
principle.  It  is  still  an  open  question  whether  the  attempt  will  not 
serve  to  rive  the  bar  into  two  or  more  contending  bodies,  in  which 
case  actual  harm  will  have  l^een  done  without  commensurate  bene- 
fit, for  the  voter  will  be  more  mystified  than  before. 

The  other  class  of  eflforts  to  improve  the  situation  is  doctrinaire, 
in  keeping  with  the  idea  of  universal  participation  in  the  selection 
of  judges.  It  goes  upon  the  theory  of  curing  the  defects  of  democ- 
racy by  a  larger  dose  of  democracy.  It  attempts  in  various  ways  to 
compel  the  electorate  to  asume  all  the  powers  of  nomination  and 
election  and  to  ponder  well  the  judicial  ballot.  In  this  class  fall  the 
numerous  statutes  providing  for  direct  nominations  and  the  less 
common  but  rapidly  growing  laws  which  result  in  placing  the  non- 
partisan list  of  judicial  condidates  in  a  separate  column  on  the 
general  ballot,  or  even  better,  upon  a  separate  judicial  ballot. 

There  has  been  in  the  past  two  years  some  experience  under 
these  forms.     An  attempt  to  get  a  scientific  estimate  of  the  results 
has  brought  interesting  communications  to  the  writer's  desk.     It  is 
apparent  that  experience  thus  far  justifies  only  pessimism.     The 
testimony  is  conclusive  from  a  number  of  states  which  are  trying 
baUot  reform  that  the  tendency  is  to  discourage  legal  expertness 
among  judicial  candidates.     The  judge  seeking  reelection  finds  him- 
self without  an  organization  to  push  his  candidacy.    He  finds  biniseli 
confronted  by  rivals  who  are  virtually  self-nominated  and  wbo  do 
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not  shrink  from  any  detail  of  "running  for  office"  because  of  modesty 
or  delicacy  concerning  the  traditions  of  the  bench.  He  must  meet 
these  rivals  on  their  own  ground,  which  means  a  "glad  hand" 
campaign  throughout  the  district  or  state.  He  finds  that  the  candi- 
date who  devotes  aU  his  time  to  his  canvass,  who  belongs  to  the 
largest  number  of  voluntary  organizations  and  secret  societies, 
who  is  most  unblushing  in  telling  of  his  own  goodness  of  heart  and 
promising  faithful  service,  who  is,  in  short,  a  ''good  mixer,"  has 
the  best  chance  for  winning  as  surely  as  the  gullible  voters  out- 
niunber  the  sophisticated.  The  sitting  judge  finds  that  it  is  largely 
a  matter  of  advertisement,  involving  a  disproportionate  cost  in 
time  and  money,  and  that  he  is  handicapped  from  the  outset  through 
the  impossibiUty  of  asserting  his  own  best  claims  to  the  position. 
In  a  community  not  ideally  discreet  and  sagacious,  to  put  the  matter 
plainly,  genuine  ability  is  penalized  and  demogoguery  is  put  at  a 
premium. 

This  does  not  mean  that  a  useful  judge  is  inevitably  defeated 
at  the  non-partisan  primary  and  election.  There  are  some  judges 
who  combine  popularity  with  judicial  talent,  judges  of  such  fortu- 
nate temperament  that  they  can  cope  with  the  new  problem,  but 
they  are  not  common.  It  is  easy  to  foresee  a  general  cheapening 
of  the  personnel  of  the  bench  in  the  course  of  three  or  four  terms. 
Activity  out  of  office  will  weigh  disproportionately  in  the  contest 
for  survival,  and  judicial  position,  already  lacking  in  attractiveness 
because  of  imcertain  tenure  and  low  salaries,  will  come  in  time, 
even  more  than  now,  to  be  beneath  the  aim  of  the  seriously  ambi- 
tious lawyer. 

It  must  be  admitted  that  this  movement,  in  so  far  as  it  is 
honestly  directed  toward  lessening  partisanship  among  judges,  is 
successful.  Partisanship  cannot  survive  the  non-partisan  ballot. 
But  in  few  localities  has  there  been  any  serious  defect  of  this  sort. 
Convention  nominated  judges  have  been  notably  free  from  this 
evil,  especially  in  the  western  states  where  the  reform  has  been 
most  prevalent.  This  is  due  in  part  to  the  pitiless  publicity  under 
which  political  decisions  are  rendered,  for  they  must  justify  them- 
selves to  the  existing  law,  and  partly  to  the  inherent  decency  of  our 
judges  in  all  but  a  very  few  jurisdictions. 

But  if  partisanship  is  killed  it  is  still  impossible  to  say  that  the 
new  method  "takes  the  judge  out  of  politics,"  and  this  is  what 
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was  reaUy  intended.  For  the  reasons  offered  the  new  type  of  self- 
nominated  and  self-elected  judge  is  far  more  the  politician  than  the 
judge  whom  he  succeeds.  He  must  at  all  hazards  keep  his  name 
before  the  public,  tynd  the  methods  to  which  he  is  often  forced  to 
resort  are  both  disgiftting  and  pathetic. 

The  broad  and  general  faults  of  our  elected  judiciary  have  been 
due  not  to  partisanship,  but  to  lack  of  broad  culture,  to  inexpert- 
ness  in  the  law,  to  dependence  arising  from  uncertainty  of  tenure, 
to  the  restraint  imposed  by  thousands  of  sections  of  minutely  and 
inconsistently  legislated  rules,  and  above  all,  to  a  lack  of  simple 
business  organization.  The  judges  have  not  constituted  a  wieldly 
body  able  to  react  to  the  reasonable  public  demand  for  promptness 
and  economy  of  effort.  Specialization  has  been  limited.  The 
judicial  body  has  not  been  permitted  to  avail  itself  of  its  own  best 
ability.  A  system  created  during  pioneer  conditions  has  persisted 
under  the  formidable  stresses  of  modern  urban  life  and  has  notori- 
ously lacked  leadership  and  standards  of  accomplishment. 

The  widespread  attempts  to  make  popular  election  of  judges 
successful  by  the  two  methods  described,  namely:  the  adoption  .of 
extra-legal  measures  to  bolster  up  a  defective  system,  and  the 
larger  dose  of  democracy  implied  by  non-partisan  ballots,  prove 
that  the  subject  is  one  of  growing  interest.     The  people  will  not 
rest  until  judicial  processes  are  more  simple  and  economical.    If 
they  do  not  accomplish  the  ultimate  reform  by  steps  now  attempted, 
they  will  experiment  further.    Nomination  by  petition  and  election 
by  handshaking  appear  to  be  the  last  word  in  attempts  to  make  the 
old  doctrine  yield  good  results.     Failure  along  this  hne  will  bring 
the  constructive  forces  of  citizenship  directly  to  the  new  principle 
which  is  fundamental  in  short  ballot  reform.     The  futility  of  try- 
ing to  compel  voters  to  do  what  they  are  inherently  incapable  of 
doing  must  eventually  be  accepted.     In  the  typical  conununity 
of   seventy  years  ago  moderate  success  was  attainable  because 
of   the    comparative   simplicity   of   the   voters'   duties    and    the 
relatively  high  order  of  civic  ability.     The  voter  of  today  who  cor- 
responds to  his  intelligent  and  high-minded  grandfather,  even  if 
he  is  not  outnumbered,  is  hopelessly  ignorant  of  the  qualifications 
of  judicial  candidates  if  he  lives  in  a  typical  large  city  and  is  called 
upon  to  squander  his  limited  political  wisdom  over  a  field  of  fifty 
or  one  hundred  offices  ranging  from  coroner  to  president.     In  one 
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city  the  various  ballots  aggregate  one  hundred  and  forty-four  offices 
and  judges  to  the  number  of  seventy  are  elected  at  least  every  six 
years. 

The  doctrinaire  cure  of  this  evil  by  a  larger  dose  of  democ- 
racy is  like  multiplying  ciphers.  It  has  been  better  expressed  as 
equivalent  to  holding  a  chicken's  beak  to  a  chalkline.  The  chicken 
is  forced  to  concentrate  its  attention,  but  a  cataleptic  condition, 
not  wisdom,  is  achieved. 

The  writer  believes  that  the  people  of  the  central  and  western 
states  are  far  nearer  pregnant  skepticism  of  the  old  doctrine  than 
is  generally  supposed.  In  the  state  of  California,  a  year  ago,  a 
first  campaign  for  a  better  method  of  selection  showed  astonishing 
progress.  The  fight  here  was  made  on  the  proposal  to  permit  the 
governor  to  appoint  for  the  usual  term  subject  to  a  popular  ratifica- 
tion at  the  polls.  In  South  Dakota  leaders  at  the  bar  have  started 
an  interesting  movement  away  from  popular  election  of  judges. 

The  matter  is  essentially  difficult  of  discussion.  We  are  all 
afraid  of  a  doctrine  which  has  so  dominated  our  entire  political 
thought.  In  most  bar  association  meetings,  even,  it  is  difficult 
to  discuss  the  subject  of  judicial  selection  except  by  beginning 
where  an  old-fashioned  Fourth  of  July  oration  leaves  off.  Judges 
themselves  are  effectually  barred  from  advising  freely.  Many 
judges  prefer  to  adhere  to  a  system  which  they  feel  they  have 
mastered.  Skeptics  among  them  fear  to  criticize  the  system  lest 
their  words  be  used  against  them  by  jealous  rivals.  Former  judges 
who  have  been  summarily  retired  by  the  voters,  however  unjustly, 
have  their  lips  sealed  by  their  sense  of  good  political  sportsmanship. 
The  subject  is  all  the  time  complicated  by  the  fact  that  we  have  some 
excellent  judges.  Our  aboimding  faith  in  special  providence  en- 
courages us  always  to  hope  that  the  next  election  will  mark  a  revival 
of  civic  virtue  and  wisdom.  In  this  respect  we  are  in  the  same  posi- 
tion respecting  judges  as  were  the  people  of  the  typical  city  a  few 
years  ago  with  respect  to  their  aldermen.  The  hope  of  turning 
the  rascals  out  springs  eternal.  But  in  scores  of  these  cities  the 
short  ballot,  as  part  of  a  simple,  wieldy,  responsible  form  of  govern- 
ment, absolving  the  voter  from  the  need  for  superhuman  intelli- 
gence, has  led  the  way  out  of  the  doctrinal  morass. 

No  discussion  of  political  reform  can  ignore  the  mighty  revo- 
lution in  municipal  government,  now  finding  its  highest  level  in  the 
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city  manager-commission  form  of  government.  The  secret  of 
success  lies  in  the  fact  that  a  workable  delegation  of  political  powers 
has  been  discovered. 

One  of  the  conditions  which  most  militates  against  like  dis- 
coveries respecting  judicial  office  is  the  fact  that  it  is  almost  uni- 
versally assumed,  even  among  graduates  of  political  science  courses, 
that  there  are  but  two  ways  of  selecting  judges;  that  we  must  either 
elect  them  for  short  terms  or  have  them  appointed  by  the  Governor 
for  life.  We  need  most  emphatically  to  realize  that  there  are 
numerous  ways  of  selecting  judges.  A  number  of  variations  on 
traditional  methods  are  in  use  in  this  country.  We  have  ap- 
pointment for  life  by  the  executive,  and  appointment  for  a  term. 
In  several  states  the  legislature  makes  the  choice.  It  is  conceivable 
that  judges  should  be  selected  in  a  great  variety  of  ways.  The 
best  results  may  be  presumed  to  accompany  a  method  which  con- 
sists of  selection  by  a  thoroughly  expert  agent  who  is  responsible 
for  the  due  administration  of  justice.  At  the  present  time  such  a 
responsible  judicial  manager  is  just  coming  into  being  in  the  person 
of  the  executive  head  of  an  organized  court,  of  which  the  municipal 
court  of  Chicago,  and  a  number  patterned  after  it,  are  examples. 
Such  a  judicial  manager,  whether  styled  chief  justice,  or  president 
judge,  or  something  else,  is  made  responsible  in  large  measure  for 
the  administration  of  justice  within  the  jurisdiction  alloted  to 
his  coiurt.  These  courts  constitute  the  bright  spots  in  our  judicial 
explorations.  There  is  one  way  to  increase  the  responsibility  of 
the  judicial  manager  and  that  is  by  permitting  him  some  measure 
of  freedom  in  finding  the  judg^  who  are  to  man  his  branch  courts. 

Such  a  manager  is  far  more  competent  to  make  a  selection  from 
among  the  lawyers  practicing  in  his  court  than  is  the  governor. 
His  motive  for  selecting  capable  judges  is  higher  than  can  be  pre- 
simaed  in  any  other  quarter,  for  his  own  success  depends  upon  the 
personnel  of  his  court. 

It  is  difficult  for  us  to  conceive  of  a  power  of  appointnient  not 
coupled  with  a  ball  and  chain  check.  But  if  the  proposed  method 
is  to  realize  expectations  it  must  have  a  check  quite  unlike  the  kind 
we  are  used  to.  One  of  the  most  plausible  proposals  is  that  the 
chief  justice  (whose  character  of  judicial  manager  must  not  be  lost 
sight  of  despite  the  title)  should  be  limited  to  selections  from  a 
public  eligible  list.     This  list  should  contain  twice  as  many  names 
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as  there  are  possible  vacancies.  Names  could  be  added  to  it  by 
the  judicial  council,  or  governing  board  of  the  court,  for  every 
modern  organized  court  should  have  such  a  judicial  council,  com- 
posed of  the  heads  of  the  various  divisions,  of  which  the  chief  justice 
would  be  the  executive  officer. 

In  the  chaotic  con(lition  of  our  bar  such  an  eli^ble  list  would 
be  like  ballast  in  a  cranky  ship.  At  present  we  have  no  way  to  put 
the  seal  of  authentication  upon  worthy  lawyers.  Such  an  eligible 
list,  twice  as  large  in  number  as  the  local  bench,  would  constitute 
a  roll  of  honor  which  lawyers  would  aspire  to,  and  its  members 
would  be  friends  of  the  court  in  a  very  practical  way. 

We  need  to  rid  our  minds  of  the  notion  that  appointment  and 
life  tenure  are  inseparable.  There  is  no  reason  why  appointment 
should  not  be  for  a  limited  period.  If  the  foregoing  plan  appears 
to  afford  a  practical  scheme  for  delegating  political  power — for 
curing  the  ills  of  democracy  by  a  dose  of  more  intelligent  and 
practical  democracy — there  is  ho  reason  why  it  should  not  be  in- 
stituted with  appointment  to  a  limited  term,  giving  the  electorate 
a  right  to  ballot  on  the  appointee  at  the  end  of  a  three-,  or  four-, 
or  even  six-year  period  of  probation.  The  ballot  should  be  limited 
to  a  yes  or  no  vote  on  the  proposition  of  retaining  the  incumbent. 
This  would  be  infinitely  more  fair  to  the  judge  than  the  present 
mad  scramble  for  position  against  the  field.  At  the  same  time  it 
would  permit  the  electorate,  if  cause  existed,  to  retire  the  undesired 
judge  in  a  sober  manner.^ 

Of  coiu^e  one  has  to  admit  that  under  an  ideal  form  of  appoint- 
ment and  service  in  a  properly  organized  and  directed  court, 
the  possibility  of  offense  justifying  retirement  would  be  exceedingly 
small.  And  one  vote  of  approval  should  permit  a  term  of  greater 
length  than  the  probative  term,  say  eight  or  ten  years. 

We  are  not  done  with  experiment  by  any  means.  Dissatis- 
faction was  never  more  widespread.  Gradually  the  pragmatic 
spirit  must  overcome  blind  doctrine.  But  such  glimmer  of  light 
as  can  be  descried  in  the  field  of  judicial  selection  is  faint  compared 
with  the  rosy  glow  betokening  dawn  in  the  field  of  judicial  organi- 
zation.   In  plainer  words  it  now  appears  probable  that    before 

*  Bulletin  IV  A  of  the  American  Judicature  Society  contains  these  foims  for 
appointment  and  retirement  in  legislative  language.  Copies  are  mailed  free 
from  the  society's  office,  38  S.  Dearborn  St.,  Chicago. 
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attaining  perfection  in  methods  of  selection  we  will  solve  the  problem 
of  making  our  courts,  first  in  our  large  cities,  where  chaos  is  least 
endurable,  and  finally  in  the  states,  efficient  organizations,  capable 
of  employing  specialization,  responsive  to  economic  demands,  self- 
governing  and  self-conscious. 

This  tremendous  reformation,  lifting  our  judiciary  out  of  one 
century  into  another,  is  already  well  started.  Its  influence  is 
irr^istible  in  spite  of  entrenched  privilege  and  constitutional 
obstacles.  The  progress  of  reform  is  likely  to  be  along  this  line: 
organization  will  give  us  responsible  comics  which  will  secure  public 
confidence  by  earning  it;  and  confidence  in  the  judiciary  once  re- 
established it  will  only  be  a  matter  of  time  and  readjustment  to 
arrive  at  a  more  friendly  attitude  toward  judicial  servants  as  ex- 
pressed in  methods  of  selection. 

If  this  prophecy  proves  true  it  wiH  be  substantially  a  parallel 
to  the  mimicipal  reform  already  conspicuous.  For  more  than  a 
generation  we  undertook  to  clarify  city  politics  by  electing  "good 
aldermen.''  We  were  alwajrs  just  about  to  attain  this  goal,  and 
always  short  of  attainment.  Genuine  progress  came  when  the 
people  changed  the  rules  of  a  game  which  they  could  not  beat.  So  in 
the  judiciary  the  problem  of  selection  will  be  solved  not  by  securing 
an  electorate  a  little  lower  than  the  angels  but  by  adopting  a  work- 
able scheme  of  delegated  powers. 

Something  must  be  added  to  avoid  a  serious  inconsistency. 
It  may  be  objected  that  since  the  typical  state  supreme  court  has 
been  called  virtually  a  third  house  there  is  every  reason  why  the 
electorate  should  directly  participate  in  selecting  its  highest  judges. 
A  revolutionary  change  is  not  to  be  expected  so  early  in  this  field, 
it  must  be  admitted.     The  writer  believes  that  supreme  courts 
will  in  time  relinquish  much  of  the  political  power  now  exercised. 
It  came  about  because  sovereignty  took  refuge  with  the  more  con- 
servative and  responsible  power,  for  whatever  criticism  may  be 
passed  on  the  courts  it  must  be  admitted  that  they  have  been  less 
erratic  and  irresponsible  than  legislatures.     A  change  will  come 
when   legislatures   become   truly  representative   and   responsible. 
Apparently  this  reform  depends  upon  a  considerable  reduction  in 
numbers  and  possibly  a  linking  with  the  executive  power  to  create  a 
working  partnership.     Such  a  reorganized  legislature,  more  cau- 
tious in  operation,  adopting  scientific  expertness  in  phraseology, 
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would  in  time  develop  self-respect  to  such  a  degree  that  it  could 
cope  with  the  usurpation  of  the  judiciary.  There  is  no  doubt  that 
ultimate  poUtical  power  resides  in  the  legislative  branch.  It  has 
been  diffused  by  incompetence,  but  only  for  a  time.  Signs  of 
change  are  not  wanting.  Readjustment,  either  with  or  without 
serious  changes  in  constitutions,  is  likely  to  relieve  the  courts  of 
their  odious  supervision,  permitting  them  to  work  out  their  own 
salvation,  and  ultimately  justifying  the  doctrine  of  separation  of 
powers  which  we  cling  to  in  theory  however  we  have  departed  from 
it  in  practice. 
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CHILDREN'S  CIVIC   ACTIVITIES 
NECESSARY  FACTOR  IN  THE  NEW  CIVILIZATION 

By  Wilson  L.  Gill,  LL.B., 
President,  American  Patriotic  League,  Mt.  Airy,  Philadelphia. 

While  two-thirds  of  the  world  are  in  a  death  grapple  between 
monarchy  and  democracy,  our  President  declares  that  we,  too, 
against  our  will,  may  any  instant  be  drawn  into  the  devastating 
conflict;  he  demands  that  we  open  our  eyes  to  the  fact  that  we  are 
unprepared  to  defend  our  lives,  our  liberties  and  our  homes,  and 
that  with  all  haste  we  must  do  whatever  is  within  oiu-  power  to 
save  what  we  can  from  the  calamity  of  invasion,  should  this  befall 
us. 

We  can  drill  and  we  can  arm — ^if  there  are  enough  arms  for  the 
purpose;  lasting  preparedness,  however,  goes  back  of  all  this.  There 
is  a  civic  weakness  that  must  be  eradicated,  and  strength  built  in 
its  place.  Liet  us  who  can  see  this,  do  what  we  can,  and  when  we 
are  fully  successful,  the  United  States  of  the  World  will  guard  every 
country  from  invasion,  and  the  very  object  of  war  and  invasion  will 
have  vanished. 

Early  in  the  last  centmry  when  tyranny  was  trembling  on  its 
throne,  the  King  of  Prussia  appealed  to  the  great  Baron  von  Hum- 
boldt,  who  replied  "Whatever  you  want  in  the  state,  you  must 
first  put  into  the  schools."     The  King  acted  on  this  advice,  and 
every  child  was  taught  that  he,  his  property  and  his  life  belonged  to 
the  King,  and  that  he  must  drill  constantly  to  make  himself  efficient 
to  the  last  degree.     Is  it  not  possible  for  us  to  see  as  did  the  great 
scientist,  and  to  act  for  the  defense  of  our  liberties  as  practically, 
resolutely,   and  persistently  as  the  HohenzoUerns  have  done  to 
extend  their  dominion?     Our  lives,  our  liberties  and  our  possessions 
may  be  and  are  jeopardized  and  invaded  whether  a  military  army 
lands  on  our  shores  or  not. 

Two  Civic  Qusatians 
Large  masses  of  men  in  Ohio,  Massachusetts  and  other  states, 
have,  within  the  past  few  years,  been  convicted  of  selling  their 
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votes  for  money.  The  great  body  of  college  graduates,  with  many 
individual  exceptions,  take  no  part  in  local  civic  affairs.  The  men 
who  attend  local  primaries  and  local  elections  are  chiefly  those  who 
left  the  schools  before  they  reached  the  seventh  grade,  where  they 
might  get  some  instruction  regarding  the  history  of  our  country 
and  the  duties  of  citizenship,  and  consequently  have  no  foundation 
on  which  to  stand  and  defend  themselves  against  grogshop  or 
machine  politics.  Boss-rule  in  many  of  our  cities  and  elsewhere 
is  always  in  power  or  certain  to  be  restored  after  a  rare  and  brief 
interruption,  like  hazing  and  cribbing  in  some  of  our  educational 
institutions.  Our  prisons  and  reformatories  are  crowded.  Special 
privileges  and  race  and  sex  distinctions  in  civic  rights,  .with  all  their 
injustice  and  harm,  have  not  yet  been  wiped  out,  after  a  hundred 
and  forty  years  of  independence  of  our  great  republic.  The  spirit 
and  the  form  of  government  in  our  schools  is  that  of  monarchy. 
Our  whole  people,  while  they  are  forming  their  habits  of  thinking 
and  acting,  are  trained  to  be  irresponsible  subjects  of  a  monarchy, 
in  which  they  have  no  part  except  to  submit,  with  no  appeal.  This 
is  not  a  mere  negative,  but  a  positive,  corrupting  evil.  Democracy 
in  America  is  not  the  full  and  unqualified  success  that  we  would  be 
glad  to  acclaim  it.  What  is  the  reason  for  these  conditions?  And 
what  is  the  means  of  improving  them? 

The  Answer 

The  process  of  growth  of  the  Anglo-Saxon  demand  for  liberty 
that  resulted  in  the  Magna  Charta,  and  in  America  in  our  war  for 
independence,  came  gradually  to  an  end  in  the  United  States,  f  ol- 
owing  the  Revolutionary  War,  as  a  result  of  the  general  introduc- 
tion of  the  steam  engine  and  machinery,  which  separated  men  from 
their  families,  during  the  active  working  hours  of  the  day,  and  left 
the  children  more  and  more  time  not  used  in  work  with  their  parents. 

Previous  to  this,  ninety-seven  to  ninety-eight  per  cent  of  our 
people  lived  under  rural  conditions,  the  girls  and  little  boys  working 
with  their  mothers,  and  the  larger  boys  with  their  fathers.  In  this 
continual  close  contact,  the  children  took  on  their  parents'  habits, 
character,  knowledge,  religion,  political  creed  and  both  social  and 
civic  activities.  But  this  process  came  to  an  end,  and  the  children's 
time  has  been  absorbed  by  the  schools. 

Our  statesmen  and  educators  did  not  realize  what  was  happ>en- 
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ing  to  our  whole  population  through  the  schools.     They  made  the 
fearful  mistake  of  believing  that  knowledge  is  the  price  of  liberty. 
They  lacked  the  vision  of  thousands  of  years  ago,  that  vigilance  is 
the  price  of  liberi;y.     They  were  not  sujEciently  vigilant  themselves 
to  discover  that  the  ancient  monarchical  tyranny  of  school  govem- 
ment,  fastened  on  every  individual  from  his  babyhood  till  his  school- 
ing came  to  an  end,  made  of  him  a  subject  of  a  government  in  which 
he  had  ho  part  except  to  obey  an  arbitrary  master,  rather  than  to 
be  a  responsible  citizen,  learning  to  make  and  to  enforce  obedience 
to  law,  and  to  respect  his  own  and  others'  rights,  and  to  defend 
them. 

In  the  schools  we  train  our  people  in  abject  subjection  to  a 
monarchical  government  and  confirm  them  in  the  habits  and 
character  of  subjects  and  then  expect  them  at  the  age  of  twenty- 
one  to  be  and  to  act  as  free-bom,  independent  citizens  of  a  democ- 
racy. This  is  as  outrageously  stupid  as  if  we  were  to  scrupulously 
guard  every  person  lest  he  should  ever  get  into  the  water,  and  then, 
at  the  age  of  twenty-one  dmnp  him  into  the  middle  of  Hudson 
River  and  tell  him  to  swim  for  the  shore.  Here  is  the  answer  to 
that  first  question,  "What  is  the  reason  for  the  present  bad  social 
and  civic  conditions  of  our  country,  and  our  state  of  unprepared- 
ness  to  defend  our  lives,  our  liberties,  our  homes,  and  our  sacred 
honor?  "     Does  it  not  answer  the  question,  "  What  must  we  do?  " 

Train  for  Citizenship 

Any  vital,  permanent  improvement  in  civilization  must  rest 
on  an  improvement  in  the  habits  and  character  of  the  whole  people. 

It  is  utterly  impossible  to  reform  the  habits  of  a  great  body 
of  adults.  But  now  that  the  public  school  system  is  rapidly  devel- 
oping throughout  the  world,  it  is  entirely  practicable  to  enable  the. 
children,  from  the  very  beginning,  to  form  those  habits  of  citizen- 
ship upon  which  depend  the  internal  and  international  peace  and 
welfare  of  the  family  of  nations. 

This  work  among  the  children  cannot,  however,  be  accom- 
plished by  the  old-fashioned  academic  method.  It  must  be  by 
action,  not  by  committing  information  to  memory  to  pass  examina- 
^tions.  The  laboratory  method  must  replace  the  academic,  and  the 
part  of  the  teacher  must  be  to  point  the  way  to  action,  rather  than 
grill   the  child    and  stuff  its  memory.    Democratic   government 
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under  instruction,  must  replace  the  monarchical  school  government. 
This  does  not  mean  that  the  teacher's  responsibility  and  authority 
to  maintain  order  and  attention  to  the  work  of  the  school  are  in  the 
slightest  curtailed.  However,  the  teacher's  skill  and  tact  will  be 
exhibited  by  the  extent  to  which  the  children's  democracy  suc- 
ceeds in  making  an  exhibition  of  the  teacher's  authority  unnec- 


It  is  a  simple  matter  to  conduct  a  school  as  a  republic,  training 
the  pupils  to  solve  the  problems  of  their  daily  life  and  conduct, 
always  guided  by  the  Golden  Rule,  as  they  do  the  problems  of  arith- 
metic, guided  by  the  correct  rules  of  mathematics.  The  children 
like  the  responsibilit>,  and  it  is  pleasant  for  the  teacher. 

The  School  Republic 

The  children  of  a  school-room  are  made  citizens  of  a  republic, 
which  may  have  the  form  of  a  village,  town,  county,  city  or  other 
political  unit.  This  little  republic  is  given  legislative,  executive 
and  judicial  powers,  all  under  instruction  of  the  teacher,  whose 
sanction  is  needed  to  validate  the  children's  work.  This  does  not 
in  the  slightest  interfere  with  right  action  by  the  pupils,  except 
that  in  some  cases  the  teacher's  judgment  may  be  incorrect — ^this 
risk,  which  is  not  serious,  we  must  take.  The  children  legislate  in 
relation  to  their  own  conduct,  elect  oflScers  at  short  intervals  to 
enforce  their  laws,  and  others  to  adjudicate  difficulties.  The  plan 
is  elastic,  so  that  there  are  no  two  schools  that  make  the  application 
in  exactly  the  same  way.  It  may  be  exceedingly  simple,  with  only 
three  officers,  or  more  developed,  according  to  circumstances. 
Several  school-room  republics  may  be  joined  in  a  school  state, 
several  states  in  a  national  government,  and  several  of  these  in  an 
international  government. 

The  pedagogical,  moral  and  civic  results  of  the  school  repubUc 
are  excellent.  The  United  States  government  has  tested  it  on  a 
large  scale,  and  with  most  satisfactory  results,  in  Cuba  and  else- 
where. After  several  years'  test  of  it  in  Alaska,  the  United  States 
Bureau  of  Education  made  it  a  necessary  part  of  the  curriculum  of 
the  government  schools  in  Alaska,  these  being  the  only  schools 
under  the  direct  authority  of  this  bureau. 

The  following  testimony  is  conclusive  as  to  the  social  and  polit- 
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ical  importance  of  this  form  of  democracy  as  an  educational  force 
in  the  schools: 

In  1913  Major  General  Leonard  Wood  wrote  the  following  con- 
cerning his  experience  with  the  school  republic  in  Cuba: 

The  results  were  most  satisfactory;  indeed  they  were  so  satisfactory  that  I 
unhesitatingly  commend  the  idea  as  worthy  of  the  most  serious  consideration. 
The  results  were  far-reaching  and  valuable,  and  are  fully  set  forth  in  my  various 
reports  as  military  governor  of  Cuba  and  the  reports  of  the  officials  at  the  head  of 
tlie  public  school  system  of  the  island. 

This  system  would,  I  believe,  be  especially  valuable  in  all  Bchools,  and  would 
result  in  our  children  being  much  better  equipped  for  the  discharge  of  their  civic 
responsibihties. 

April  16,  1914,  Genera]  Wood  wrote  the  chief  of  the  Bureau  of 
Insular  Affairs  : 

I  am  confident  it  is  a  system  well  worth  trsring  out  in  our  insular  possessions, 
teaching  as  it  does  discipline  and  being  founded  on  a  habitual  submission  to  the 
majority,  a  mental  condition  which  is  absolutely  essential  to  the  establishment  of 
any  form  of  self-government. 

On  the  same  day  (April  15)  General  Wood  said  to  a  group  of 
officers  of  the  General  Staff: 

If  Mexico  had  had  the  school  republic  in  aU  her  schools  for  ten  years,  as  we 
have  had  it  for  two  years  in  Cuba,  the  present  troubles  would  never  have  arisen. 

Judge  Ben  B.  Lindsey,  than  whom  there  is  no  higher  authority 
in  such  matters,  says: 

I  am  one  of  those  in  a  peculiar  position  to  appreciate  the  value  of  the  school 
republic.  When  this  idea  is  properly  presented  and  applied  it  at  once  becomes  a 
wonderful  contribution  to  good  citizenship.  I  do  not  know  a  better  wish  that  I 
could  make  for  our  children  than  to  wish  A  New  Citizenship  the  widest  possible 
circulation. 

Walter  C.  Shields,  superintendent  for  the  Department  of  the 
Interior  of  the  northwest  district  of  Alaska,  wrote  at  Nome,  Octo- 
ber 27,  1913: 

This  winter  I  expect  to  see  the  school  republic  in  operation  in  all  the  schools 
in  the  district.  I  wish  you  could  see  how  splendidly  it  is  adapted  to  our  needs 
here. 

The  following  is  an  extract  from  the  official  report  received 
by  the  United  States  Commissioner  of  Education  November  30, 
1914,  from  Wainwright,  on  the  Arctic  coast  of  Alaska: 
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The  school  republic  has  done  wonders  for  these  scholars.  Tliey  grew  by 
leaps  and  bounds  in  self-confidence  and  overcame  their  false  timidity  and  fear  of 
being  heard.  Every  Friday  afternoon  meeting  was  an  improvement  on  the  pre- 
oeeding  one,  until  they  would  conduct  their  meetings  in  parliamentary  order 
without  my  assistance.  They  made  and  executed  their  own  laws,  elected  their 
own  officers  for  a  period  of  one  month,  salaried  and  paid  them  weekly.  At  first 
they  had  to  be  told  every  move  to  make  and  were  afraid  to  speak  in  an  audible 
tone,  but  by  patient  effort  such  difficulties  were  overcome. 

I  append  the  following  rules  and  penalties,  officers  and  their  duties,  etc., 
which  will  give  you  a  general  idea  of  our  working  basis.  These  could  be  pro- 
fitably commented  upon.  Now,  this,  simple  as  it  may  seem,  has  accomplished 
wonders  in  this  school  this  year  in  many  ways.  Industry,  cleanliness,  economy, 
good  deportment,  self-reliance,  punctuality,  neatness,  obedience,  appreciation, 
honesty,  truthfulness,  kindness,  and  kindred  admirable  traits  have  come  to  the 
front.  In  fact,  it  has  straightened  matters  out  in  general  We  don't  see  how  we 
could  well  have  gotten  along  without  it. 

In  the  comiuissioner's  report  on  Alaska  (Dec.,  1914),  appears, 
on  page  36,  the  following: 

District  Superintendent  W.  C.  Shields  sent  a  pamphlet  on  self-government, 
by  Wilson  L.  Gill,  and  said:  ''Adopt  this  for  use  and  report  your  success."     It 

was  adopted Self-government  had  to  be  employed  as  a  detail  in 

school  management The  duties  which  the  citizens  were   elected 

to  perform  were  sufficiently  numerous  for  each  citizen  to  have  a  duty 

It  was  amusing  to  see  a  stubby  little  12-year-old  police  officer  bring  to  school  a 
man-grown  truant.  The  schoolroom  was  kept  open  from  9  a.  m.  till  8  p.  m. 
every  day;  when  school  was  not  in  session  the  schoolroom  served  as  a  sort  of  dub- 
room.  One  or  more  of  the  police  officers  was  always  present,  and  the  room  was 
always  orderly.  Citizens  might  read,  write,  sew,  play  games,  or  do  whatever 
they  liked,  but  they  must  never  be  idle. 

The  school  republic  seemis  to  be  the  problem  of  school  management  solving 
itself.  It  increases  school  efficiency,  adds  enthusiasm,  and  answers  the  teacher's 
question.  How  shall  I  do  without  an  assistant? 

On  page  38  of  same  report  another  teacher  writes: 
The  innovation  was  of  material  assistance  to  the  teacher. 

Another  teacher  reports,  on  page  47: 
The  children  like  this  new  organization  very  much,  indeed. 

Louis  P.  Nash,  head  master  of  a  Boston  school  district,  made  the 
following  statement,  after  thirteen  years'  use  of  this  method : 

My  experience  and  observation  of  the  school  republic  is  that  it  is  altogether 
useful  and  not  at  all  harmful.  Its  intellectual  advantages  are  many.  Its  moral 
advantages  are  more  considerable. 
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David  Snedden,  Massachusetts  commissioner  of  education, 
has  written: 

The  miniature  Bchool  community  becomes  a  miniature  state,  and  the  children 
learn  to  appreciate  self-made  laws  and  to  contribute  to  their  enforcement.  I  am 
profoundly  convinced  of  the  rightneas  of  these  ideas,  and  of  the  fact  that  they 
are  in  line  with  the  best  sociological  thinking  of  our  time. 

Every  teacher  ought  to  be  encouraged  to  use  the  civic  iobora- 
tory  method.  It  should  be  clearly  understood  that  training  for 
citizenship  is  not  simply  a  matter  of  educational  detail— rather  a 
matter  of  public  policy,  of  nation-building.^ 

Preparedness  has  to  do  with  the  spirit  of  a  people,  not  merely 
with  arms  and  munitions.  And  when  training  for  true  democratic 
citizenship  becomes  part  of  the  public  policy  of  all  countries,  we 
may  look  for  the  old  order  to  change.  The  advice  is  still  good: 
whatever  you  want  in  the  state  you  must  first  put  in  the  schools. 

ChiMren' 8  International  StcUe 

The  Children's  International  State,  based  on  the  practice  of 
the  Golden  Rule,  in  all  social,  commercial,  cydc  and  international 
aflfairs  is  already  in  coinrse  of  organizing.     Those  codperating  in 
this  movement,  are  the  Minister  of  Education  and  the  Imperial 
Inspector  of  Schools  of  Japan;  the  Ambassador  to  the  United  States, 
the  National  Inspector  of  High  Schools  and  other  school  men  of 
Argentina;  special  Conamissioners  of  Education  from  Sweden  and 
from  a  central  European  government  which  we  are  not  authorized 
to  name;  and  a  group  of  men  and  women  in  the  United  States, 
with  good  prospects  in  several  other  countries. 

Citizena'  Pledge  of  the  Children's  IrUernatianal  State 
We,  the  New  Citizens,  Builders  of  the  World  of  Tomorrow, 
wish  to  have  our  world  at  peace.     We  wish  for  all  people,  health, 
happiness  and  intelligence;  good  manners,  good  morals  and  good 
fortune.     We  join  hands  from  land  to  land  and  promise  to  do  our 
best  to  serve  the  world,  each  in  our  own  village,  town,  or  city,  each 
in  our  own  dear  coimtry,  and  all  together  in  the  Children's  Inter- 
national State. 

>  Literature  on  this  subject  may  be  had  from  The  American  Patriotic 
League,  Mt.  Aiiy,  Philadelphia. 
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By  Helen  Varick  Boswell, 
Chainnan  of  Education,  General  Federation  of  Women's  Clubs. 

Women  throughout  the  country  have  wakened  up  to  the  fact 
that,  however  we  may  feel  as  to  the  degree  of  coast  defences  and 
standing  armies  needed,  we  should  recognize  that  quite  as  important 
as  forts  and  submarines  is  our  national  attitude  of  mind.  Quite 
as  important  as  the  standing  army  is  that  we  have  one  nation  in- 
stead of  many  peoples. 

We  have  begun  to  realize  that  peoples  living  side  by  side  do 
not  necessarily  constitute  the  nation,  and  that  the  factory  and 
mine  are  not  the  only  or  necessarily  the  best  medium  for  making 
citizens.  It  is  being  borne  in  upon  our  minds  that  in  the  efficient 
and  harmonious  union  of  many  peoples  in  a  common  defense  of 
any  one  nation  there  are  at  least  three  prime  essentials:  a  common 
language  with  a  minifbum  amount  of  illiteracy;  a  common  citizen- 
ship, including  similar  ideals,  beliefs,  standards  and  customs,  and 
sjrmbolized  by  the  oath  of  allegiance  to  America;  and  a  high 
standard  of  living,  which,  in  a  democratic  country^  tends  to  diminish 
disaffection  and  disloyalty  at  critical  times  and  at  strategic  points. 

The  organized  women  of  the  country  seem  to  be  looked  to  for 
the  forwarding  of  what  we  might  call  the  new  citizenship  move- 
ment; aiding  that  movement,  we  find  the  middle  ground  upon  which 
members  of  defense  organizations  and  members  of  peace  leagues 
can  whole-heartedly  agree — ^the  need  of  raising  the  standards  of 
American  citizenship. 

There  are  in  the  country  5,439,801  foreign-born  women  of  15 
years  or  over.  When  they  arrive  with  their  families,  the  husband 
goes  to  work  and  almost  immediately  establishes  contacts  which 
give  him  a  view  of  America.  His  mind  opens,  he  be^ns  to  master 
his  American  environments.  The  children  are  put  in  a  public 
school — ^they  form  friendships  with  American-bom  children,  they 
learn  American  ways  and  soon  they  are  the  arbiters  in  all  family 
matters  to  be  decided  according  to  American  standards.  They, 
instead  of  the  parents,  become  the  custodians  and  sources  of  author- 
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ity  and  fanuly  discipline  breaks  down.  The  mother  is  the  slave 
of  all  work;  she  iorms  the  dull  old-world  background  of  her  Ameri- 
can fanuly-who  often  become  ashamed  of  it  and  of  her.  She  does 
not  leam  English:  she  gets  the  left-overs  of  America  from  her  pro- 
ff-essive  family;  she  does  not  become  Americanized;  she  does  not 
absorb  new  ideals  and  ideas;  she  learns  little  about  American  foods 
and  about  ways  for  caring  for  her  children  in  the  new  and  very  differ- 

♦«  fi  iT*®;.  J*  "  °°*  """""*'  ^^*^'  fifteen  years  in  this  country 

to  tind  Enghsh  spoken  by  every  member  of  the  family  but  mother, 

and  American  clothes  worn  by  all  but  mother.    Even  this  superficial 

distinction  closes  many  doors  to  her.    Her  grown-up  daughter  in  a 

highly  Amencanized  hat  does  not  want  to  go  shopping  with  her 

mother  who  still  wears  a  black  shawl  over  her  head.    It  is  not  that 

tne  mother  looks  so  ugly,  but  that  the  clinging  to  the  old  black 

snawl  typifies  to  the  daughter  her  mother's  whole  lack  of  under- 

standing  of  the  new  world  and  the  new  ideas  in  which  the  daughter 

IS  living      The  mother,  far  from  being  an  aid  in  Americamzing  her 

family  becomes  a  reactionary  force.     Sadly  or  obstinately  as  it  may 

be,  but  always  ignorantly,  she  combats  every  bit  of  Americanism 

that  her  huaW  and  chWdien  try  to  force  into  the  Southern  Euro- 

pean  home.     Yet  when  the  husband  passes  tests  entitUng  him  to 

citizenship  she  becomes  a  full-fledged  citizen  also,  as  do  her  children 

--aU  prepared  but  the  mother. 

The  United  States  Bureau  of  Education,  the  National  Ameri- 
canization Committee,  the  Bureau  of  Naturalization  and  other 
orgamzations  interested  in  the  immigrant— in  the  elimination  of 
imteracy  and  in  the  conversion  of  the  immigrant  into  the  fairly 

educated  citizen— turn  to  the  club  women  of  the  country  for  prac- 
tical help. 

What  good  those  club  women  can  do  in  the  way  of  definite 

work  to  promote  this  real  Americanization,  especially  among  the 

immigrant  women,  can  be  placed  somewhat  in  this  wise:    Find  out 

~r^5°^i^^*^*°*  ^**™®'*  *^ere  are  in  the  community.    Do  they 

VH?     T    fk    I    ^°  *'^®""  husbands?    Are  their  husbands  natural- 

izear     is  the  home  a  Southern  European  or  an  American  home? 

18  the  family  American  in  its  loyalty?     Does  it  know  enough  of 

Amenca  to  be  loyal  to  it?     Undoubtedly  the  children  speak  Eng- 

iisn;  but  What  is  the  real  nature  of  their  Americanism?    Did  they 

letm  It  chiefly  St  school  jmd  lit  bome-or  on  the  corner  and  ia  \\x^ 
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pool  room?  Reach  the  immigrant  woman.  It  is  the  only  way  to 
produce  American  homes.  See  that  she  learns  English.  Through 
it  she  gets  her  first  American  contacts.  But  immigrant  women 
can  rarely  attend  night  school.  Organize  for  them,  as  has  been 
done  in  a  number  of  places,  classes  from  two  to  three  in  the  after- 
noon. 

Just  as  immigrant  men  are  taught  English  successfully  only 
when  the  instruction  deals  with  the  subject  matter  of  their  duly 
life  and  work,  so  the  method  of  teaching  English  to  women  can 
best  be  associated  with  methods  of  housekeeping,  cooking,  sewing, 
etc.  Moreover,  many  American  standards  and  customs  can  be 
brought  to  the  immigrant  woman  in  this  way.  She  can  really  be 
initiated  into  Americanism  and  the  language  at  once. 

Especially  at  first  it  will  be  very  difficult  to  get  immigrant 
women  to  attend  classes  in  the  public  schools — and  so  at  first,  and 
perhaps  later  also, — there  must  be  friendly  visitors  and  teachers, 
"domestic  educators"  as  they  have  been  called,  to  carry  the  Eng- 
lish language  and  American  ways  of  caring  for  babies,  ventilating 
the  house,  preparing  American  vegetables,  instead  of  the  inevitable 
cabbage,  right  into  the  new  homes.  The  state  of  California  has 
through  its  department  of  public  education  provided  for  these 
friendly  visitors.  Until  other  places  with  heavy  immigrant  popu- 
lation act  with  similar  enlightenment,  may  not  women's  clubs  step 
in  and  blaze  the  trail  for  a  public  education  policy?  Can  they  not 
pay  domestic  educators,  or  meet  local  boards  of  education  half  way 
in  so  doing?  They  can  organize  mothers'  classes,  cooking  classes, 
sewing  classes,  classes  for  entertainment.'  Remember  that  immi- 
grant women,  if  of  different  races,  often  know  one  another  even 
less  than  they  know  Americans. 

Make  immigrant  women  good  citizens.  Help  them  make  the 
homes  they  care  for  into  American  homes.  Give  their  children 
American  ideals  at  home,  as  well  as  in  school.  Make  American 
standards  of  living  prevail  tkroughaui  the  community,  not  merely  in 
the  ''American  sections."  Above  all  show  the  rest  of  the  com- 
munity that  this  work  of  Americanizing  immigrant  mothers  and 
immigrant  homes  is  in  the  highest  sense  a  work  of  citizenship,  a 
part  of  a  national  patriotic  ideal.  < 

The  relationship  of  Americanizing  the  foreign-bom  women  in 
their  homes  to  all  the  aspects  of  the  development  of  our  industries 
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is  tremendous,  and  will  become  more  and  more  clear  to  us  as  being 
the  work  to  which  we  should  set  our  hands.  American  industry,  of 
course,  has  made  the  population  of  this  country  what  it  is  today — 
some  one  hundred  million  people  drawn  from  many  countries,  about 
one  sixth  of  them  bom  in  foreign  lands. 

The  sign  language  in  factories,  the  foreign  language  and  the 
padrone  in  the  labor  camps,  villages  and  colonies  scattered  through- 
out cities;  several  million  non-citizens  and  non-voters  living  and 
working  under  laws  in  the  making  of  which  they  have  no  voice,  of  j  ^ 

which  they  have  little  knowledge,  and  for  which  they  sometimes  v/ 

have  Uttle  respect;  thousands  of  naturalized  voters,  but  with  no  \i' 

real  American  contact  or  American  understanding,  marshalled  and  \ 

voted  in  companies  by  American  bosses — all  these  conditions,  now 

prevalent  and  typifying  our  failure  to  assimilate  our  immigrant  \ 

population,  are  not  chargeable  to  industry.  {. 

But  industry  is  the  force  in  American  life  which  has  the  remedy  \    \ 

chiefly  in  its  control.     And  only  the  organized  assistance  of  industry  \  • 

can  make  it  possible  for  this  country  loithin  any  reasonable  time  to  \ . 

unify  the  present  heterogeneous  factors  in  our  national  life,  and  r 

substitute  for  a  babel  of  tongues  the  English  lai^uscge;  substitute  [  [^ 

for  a  half-dead  loyalty  to  the  familiar  old  country — ^and  a  half-  \V 

alive  loyalty  to  the  unknown  new  one — an  understanding  and  un- 
equivocal American  citizenship;  for  old  country  homes  in  American 
cities  and  mill  and  mining  towns,  American  homes  with  American 
standards  of  living;  for  the  vague  mixture  of  memories  and  aspira- 
tions that  characterizes  these  men  without  a  country,  a  vivid  and 
alert  American  patriotism. 

In  the  work  of  Americanization,  so  long  neglected,  now  so 
urgent,  industry  has  the  strategic  position.    Many  functions  of 
government  and  society  are  concerned  with  Americanization — and 
are  perhaps  primarily  responsible  for  it,  such  as  our  public  schools, 
our  employment  systems,  our  courts,  our  social  protective  organiza- 
tions.    But  most  of  these  have  no  direct  or  influential  or  authori- 
tative approach  to  the  immigrant,  unless  he  becomes  a  public  charge. 
The  employer  has.    The  gist  of  the  whole  situation  lies  in  tVna. 
And  it  is  to  the  employer  that  the  nation  now  turns  for  immed\a\ie 
aid  and  codperation  in  the  gravest  task  that  the  country  has  faced 
since  1861 — the  necessity  of  reinforcing  our  national  unity,  of  mak- 
ing our  many  peoples  one  nation,  marked  from  coast  to  coast  by  a 
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common  language,  a  common  acceptance  of  industrial  standards, 
a  common  understanding  of  the  rights  and  obligations  of  American 
citizenship. 

But  this  fact  remains:  the  Americanization  of  our  foreign-bom 
workmen,  even  so  far  as  teaching  English,  merely,  is  concerned,  is 
too  vast  a  project  for  the  individual  industry.  Industries  vary  in 
wealth,  equipment,  stability  of  labor,  hours,  and  in  a  dozen  other 
ways.  Teaching  the  English  language  and  citizenship  to  immi- 
grant workmen  is  a  legitimaie  pari  of  public  policy.  It  belongs  to 
the  public  schools  and  the  courts  of  every  community,  aided  by  every 
civic  force.  The  greatest  service  the  industries  of  any  community 
can  render  to  themselves,  to  the  social  destiny  of  their  community, 
and  to  the  cause  of  our  national  solidarity  is  to  back  their  organized 
support  solidly  up  against  the  public  school  system  in  its  task  of 
making  English-speaking  residents  and  citizens  of  every  family  in 
the  community.  Americanization  is  a  civic  matter.  The  need  of 
it  now  is  a  national  crisis. 

The  swiftest  hope  of  Americanization  lies  in  the  active  practical 
cooperation  of  employers,  the  public  schools,  the  courts,  and  bodies 
of  patriotic  citizens.  In  this  work  of  preparedness  it  will  often  be 
left  to  industries  to  take  the  initiative.     It  is  their  privilege  to  do  so. 

It  is  the  privilege  and  it  is  the  duty  of  club  women  to  give  their 
time,  their  powers  of  instruction  and  their  enthusiasm  to  the  work 
of  getting  our  language  and  understanding  of  the  principles  of  our 
common  life  into  the  hearts  and  minds  of  the  foreign-born  women. 
Once  start  these  foreign  women  in  the  paths  of  learning  and  your 
task  is  not  difficult;  they  believe  in  you,  and  after  a  little  while 
will  break  away  from  their  hide-bound  traditions  and  will  become 
plastic  for  your  moulding. 

It  is  always  touching  to  attend  a  class  of  foreign-born  women 
with  wistful  faces  and  childlike  faith  in  the  instructors,  trying,  oh, 
so  intently,  to  follow  the  sounds  of  the  letters  and  words,  and  to 
trace  those  letters  and  words  from  the  blackboard.  The  progress 
made  by  hard-working  housemothers,  who  slip  away  from  their 
many  duties  for  a  half  hour  or  hour  in  the  afternoon  on  certain 
days  of  the  week,  to  take  advantage  of  the  opportunities  offered  by 
school  or  other  social  center  is  simply  marvelous.  The  reading 
aloud  by  them  of  the  word  or  of  the  simple  sentence,  the  stru^e  to 
get  just  the  right  inflection,  the  giving  of  themselves  to  this  great 
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eflFort,  is  a  tremendous  thing  to  see.  It  is  courage  personified — ^it 
is  the  keen  desire  to  keep  up  with  their  children,  to  know  for  them- 
selves the  things  they  are  living  in  the  midst  of,  to  get  to  a  point  of 
writing  and  speaking  a  common  language.  And  you  never  fail  to 
see  all  this  in  any  Uttle  class  of  foreign-born  adult  women. 

Well  circumstanced  men  and  women  of  any  community,  to 
help  in  this  development  of  citizenship  is  not  an  isolated  piece  of 
welfare  work  directed  toward  the  alien  group  by  the  more  fortunate 
«f  the  community,  but  the  sharing  of  rights  and  traditions  and  prin- 
ciples by  Americans  with  Americans. 
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TAXATION  AFTER  THE  WAR 

By  Simon  N.  Patten, 
Professor  of  Political  Economy,  Wharton  School,  University  of  Fennsylvania. 

Few  realize  the  changes  in  taxation  that  will  be  wrought  by 

the  war.    Up  to  the  present  time  no  one  of  the  warring  nations 

has  increased  its  taxation  in  such  a  manner  as  would  permit  their 

new  obligations  to  be  met.     Each  has'  piled  up  a  huge  debt,  and 

U    all  assume,  or  perhaps  it  is  better  to  say,  hope  to  be  victorious,  and 

\    that  an  indemnity  will  be  obtained  from  their  foes  freeing  them 

•  from  taxation. 

For  the  student  it  is  not  so  much  the  question  of  who  shall 

f  pay  as  it  is  the  amount  to  be  paid.    The  importance  of  this  is  in- 

1    creased  by  the  fact  that  it  is  unlikely  a  decisive  victory  will  be  won 

'    by  either  party,  or  at  least  such  a  one  as  would  allow  them  to  de- 

^  mand  huge  indemnities  from  their  opponents.    Let  lis  assume  that 

the  war  continues  for  three  years,  and  on  that  basis  measure  the 

burden  that  will  be  imposed  upon  the  various  European  nations. 

It  is  generally  assumed  that  at  the  end  of  eighteen  months  the  total 

burden  of  the  war  had  been  $40,000,000,000.    This,  however,  does 

not  include  the  guarantees  the  various  nations  have  made,  nor  the 

losses  in  property  in  Belgium,  Poland,  Servia,  and  other  devastated 

regions.     If  all  these  are  included  at  the  end  of  the  third  year  the 

cost  of  the  war  will  be  over  a  hundred  billion  dollars,  which  may  be 

roughly  divided  as  follows:    England,  40  billion,  France,  15  billion, 

Germany,  25  billion,  and  5  billion  to  restore  the  devastated  regions. 

This  would  leave  15  billion  to  be  borne  by  Austria,  Italy,  or  Russia. 

An  important  journalist  recently  said  that  such  an  amount  could 

not  be  paid,  but  that  the  debt  would  be  transformed  into  rentes  of 

the  character  the  French  now  use.    Every  creditor  then  would 

have  a  right  to  his  interest,  but  have  no  right  to  the  collection  of 

the  principal.    Should  this  be  done,  the  hundred  billion  dollars  of 

indebtedness  would  at  the  present  rate  of  interest  demand  an  annual 

levy^of  5  billion  doUars^a  year.    If  the  present  amount  of  taxation 

^  that^the  people  in  the  various  countries  in  Europe  pay  is  added  to 

{  this,' it  will  demand  a  quarter  of  the  income  of  the  people.    What 

method  of  taxation  could  raise  this  vast  amount? 

210 


Digitized  by 


Google 


Taxation  after  the  War 


211 


Up  to  the  present  time  only  one  theory  of  taxation  has  been   /    /. 
proposed  that  has  a  rational  basis.     This  theory  is  called  the  "sin-  V     I' 
gle  tax,"  and  its  most  noted  advocate  was  Henry  George.     The  sup-    / 
position  on  which  it  is  based  is  that  the  income  from  land  is  a  dif-  ^ 
ferential  due  to  diflferences  in  the  fertility  of  the  soil;  the  revenue 
from  land  is  therefore  a  surplus  revenue,  or  as  it  is  often  called,  an 
unearned  income.     The  single  tax  proposes  to  appropriate  this 
surplus  income  and  thus  meet  the  burden  of  taxation.     Under  the 
old  conditions  of  taxation  this  might  have  been  done,  but  when  an 
attempt  is  made  to  raise  5  bilMon  dollars  a.year  from  this  one  source 
the  tax  would  prove  insufficient.    We  must  therefore  revise  the 
theory  of  taxation  so  as  to  obtain  increasing  revenue.    The  doc-   I 
trine  of  surplus  income  from  land  is  correct,  and  in  this  respect  the 
theories  of  Henry  George  are  unassailable;  but  George  assumed  as 
a  part  of  his  theory  that  men  are  bom  equal,  and  that  income  other 
than  from  land  is  distributed  according  to  the  ability  and  earning 
power  of  men.     This,  however,  is  not  a  fact.     The  equality  of  men 
is  a  political  dogma  and  not  an  economic  tendency.     The  diflfer- 
ences in  the  productive  power  of  men  due  to  their  heredity  or  social 
position  give  to  certain  individuals  the  same  kind  of  an  advantage  ^ 
over  others  that  the  owner  of  a  comer  lot  in  the  center  of  a  city 
has  over  one  in  the  suburbs.    If  the  income  from  a  corner  lot  is  a 
surplus  and  can  therefore  be  described  as  unearned,  the  income  of 
a  man  of  better  heredity,  education  or  opportunity  must  also  be 
regarded  as  a  surplus  income  and  therefore  unearned.     For  the  "^ 
cause  of  the  difference  in  men  we  should  turn  from  economics  to 
biology  in  which  the  laws  of  inheritance  rest — the  so-called  Mendel 
law.     The  assumption  of  this  law  is  that  in  the  average  family  of 
four  children  one  will  be  superior,  two  will  be  mediocre,  and  the 
fourth  sub-normal.    Then  in  the  average  family  we  would  have 
one  superman,  two  commonplace  individuals,  and  one  defective. 
The  situation  is  worse  than  this  because  a  large  part  of  the  popu- 
lation are  for  other  reasons  defective,  or  have  come  from  foreign 
countries,  and  thus  cannot  take  advantage  of  the  opportunities 
that  America  affords.    It  is  a  modest  statement  to  say  that  a  third 
of  our  population  belongs  to  this  inferior  class,  and,  if  so,  the  pro- 
portion of  the  various  classes  would  be  one  superman,  two  mediocre, 
and  three  sub-normal.    The  superman  has  an  income,  say  of  $3,000 
a  year;   the  two  mediocre  people  an  income  of  $900  each;    while 
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the  three  sub-normal  people  have  $400  each.  This  would  mean  that 
in  an  average  conmiunity  one  person  in  six  would  have  half  of  the 
income  that  the  whole  six  have. 

These  differences  are  probably  an  understatement  since  investi- 
gators assume  a  different  rate  of  increase  for  the  different  classes. 
The  superior  classes  do  not  have  more  than  two  children  to  a  family. 
The  mediocre  may  be  assumed  to  have  three  children  to  a  family, 
and  the  inferior  groups  at  least  four  children  to  a  family.  With 
these  different  rates  of  increase  taken  into  consideration  we  would 
have  our  ratios  of  income  changed  from  1:2:4  to  1:3 :8y  which  would 
make  the  superior  class  only  one  twelfth  of  the  community,  with 
more  than  half  its  total  income. 

In  addition  to  these  differences  in  heredity  we  also  have  marked 
differences  due  to  ancestral  conditions,  since  a  great  part  of  private 
property  is  inherited  by  a  relatively  small  class.  Adding  together 
the  geographical,  the  industrial,  the  ancestral  advantages,  the  net 
result  would  be  that  one-tenth  of  the  people  have  at  least  one-half 
of  the  national  income,  and  the  other  nine-tenths  less  than  the  other 
half.  This  is  a  moderate  estimate;  the  difference  is  often  put  much 
greater.  It  is  claimed  that  2  per  cent  of  the  population  have  half 
of  the  national  income.  Even  at  best  these  conditions  are  bad 
enough  and  illustrate  the  need  of  new  methods  of  taxing  surplus 
income. 

The  urgency  of  tax  reform  is  not  so  great  in  America  as  in 
Europe,  and  yet  the  conditions  are  the  same.  The  limits  to  old 
forms  of  taxation  have  been  reached,  and  a  large  increase  of  revenue 
is  demanded  by  city,  state  and  nation.  On  top  of  these  is  the  de- 
mand for  large  expenditures  for  national  defense  which  a  new  group 
of  alarmists  has  raised.  The  figures  I  give  are  therefore  based  on 
American  conditions  of  which  the  facts  are  at  hand.  To  apply 
them  to  Europe  after  the  war  demands  that  each  figure  be  doubled, 
while  the  resources  from  which  the  taxes  are  to  come  are  not  half 
as  great  per  man. 

The  amount  of  property  in  the  United  States  is  estimated  by 
government  officials  to  be  200  billion  dollars.  If  this  be  correct, 
about  80  billion  of  this  is  surplus  value — that  is,  a  value  that  has 
no  corresponding  material  wealth  on  which  it  is  based.  It  is  merely 
capitalized  income  due  to  some  controlled  advantage.  Forty  bil- 
Uoo  wQuld  represent  land  values;  another  40  billion,  the  fix^  cf^i- 
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tal;   while  a  third  40  billion  would  represent  circulating  capital. 
These  are  rough  estimates,  but  they  probably  come  close  to  actual 
facts.    The  gross  income  of  the  nation  is  about  20  billion  dollars. 
Ten  billion  of  this  comes  from  property  which  is  a  return  at  6  per 
cent  on  200  billion  dollars;   5  billion  would  form  the  income  of  the 
superior  class,  while  a  second  5  billion  would  represent  the  real 
wage  of  the  workers.     The  basis  of  this  final  assertion  is  that  we 
have  100  million  population.     Of  this,  however,    10  million  are 
either  unemployed  or  partly  employed.    There  are  8  million  de- 
pendents; 2  million  belong  to  the  leisure  class.     This  would  leave 
16  million  working  families  and  give  them  a  minimum  income  of 
300  dollars  per  family. 

On  this  basis  our  annual  income  of  20  billion  dollars  would  be 
divided  as  follows:   Two  billion  dollars  would  go  as  groimd  rent, 
3  billion  to  those  who  inherit  wealth,  5  billion  to  the  marginal  labor- 
ers, while  10  billion,  or  half  of  the  total  national  income,  would  go 
as  a  reward  for  opportunity  and  talent.     It  should  be  noticed  that 
this  method  of  division  does  not  separate  workmen  from  employers 
or  the  leisure  class,  but  separates  the  earned  Tninim^^nn  of  $300  from 
the  surplus  income  which  opportunity,  advantage  or  inheritance  ^. 
gives  to  superior  persons.     If,  for  example,  a  trade  union  keeps  its 
rate  of  wages  at  $800  a  year,  $300  for  each  person  is  credited  to  the 
minimum  standard,  the  total  of  which  is  5  billion  dollars,  and  the 
other  $500  per  man  is  credited  to  surplus  income.    The  advantage 
of  a  trade  imionist  is  not  so  great  as  that  of  a  great  author  or  in- 
ventor, but  it  is  of  the  same  class  and  should  be  regarded  as  part  / 
of  the  same  fund. 

If  these  are  the  facts,  the  basis  of  taxation  should  not  be  a  '^ 
single  tax  on  land,  but  a  triple  tax  on  income,  inheritance  and  land. 
Income  from  any  of  these  sources  is  unearned  income,  as  this  term 
is  defined,  and  is  therefore  a  legitimate  object  of  taxation.  The 
revenue  derived  from  these  sources  stands  in  the  ratio  of  $5  from 
income  to  $3  from  land  and  $2  from  inheritance.  If  the  tariff  is 
retained  the  proportion  would  be  $3  each  from  income  and  tariff 
to  $1  each  from  land  and  inheritance. 

My  conclusion  is  that  the  single  tax  would  fail  if  it  were  used  as 
a  basis  of  taxation  after  the  war.    Surplus  income  is,  however,  just  ^  1 
as  legitimate  a  basis  of  taxation.    From  it  the  necessary  increase 
of  taxation  ow  be  derived  without  trenching  on  the  ataixdatda  <>\ 
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the  marginal  workers.    So  large  a  sum,  however,  cannot  be  raised 
through  schemes  that  would  tax  only  the  rich.    The  minimum  would 

^  have  to  be  as  low  as  $2,000  a  year.    Taxes  on  large  incomes  look 

*  attractive,  but  they  do  not  yield  large  smns. 

If  the  people  of  the  United  States  desire  to  spend  vast  simis  for 
national  defense,  or  for  any  similar  piupose,  the  real  burden  must 
be  borne  by  families  with  incomes  from  $1,500  to  $5,000  a  year. 
And  the  tax  must  be  largely  in  the  form  of  an  income  tax.  The 
tariff  may  be  altered,  but  the  siun  it  would  yield  cannot  be  greatly 
increased.  The  comforts  of  the  great  middle  class  will  have  to  be 
foregone  to  meet  the  increased  national  expenditure.  Whether  or 
no  the  average  family  will  make  this  sacrifice  will  be  the  final  test 
of  the  movement  now  brewing  to  prepare  for  war  instead  of  genial 
prosperity.  Until  the  tax  gatherer  reaps  his  harvest  we  know  little 
of  what  the  American  people  will  do,  and  still  less  of  how  the  already 
hard-pressed  nations  of  Europe  will  react  when  they  become  con- 
scious of  the  great  burden  the  war  has  imposed.  (There  is  a  fasci- 
nation about  spending  that  few  can  resist,  especially  when  they  are 
spending  other  people's  money.  It  seems  a  mwI  fate  if  all  the  mate- 
rial advantage  of  the  nineteenth  century  is  to  go  into  the  hand  of 
the  bond-owner  and  his  heirs. 
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TRAINING   FOR  EFFICIENT  PUBLIC  SERVICE 

By  Chables  A.  Beard, 

Professor  of  Politics,  Columbia  University;  Supervisor  of  the  New  York  Train- 
ing School  for  Public  Service. 

Those  who  have  had  occasion  to  follow  the  trend  of  opinion 
among  university  authorities  of  this  country  are  well  aware  that 
the  matter  of  training,  for  public  service  is  receiving  some  of  the 
serious  consideration  which  it  deserves.^  Even  the  great  war  in 
Europe,  which  overshadows  everything  else,  has  served  to  increase 
rather  than  diminish  the  interest  in  this  subject,  for  it  is  patent  to 
all  thoughtful  observers  that  the  supreme  public  question  of  the 
hour  is  whether  democracy  and  eflBiciency  are  inherently  irrecon- 
cilable.* Everywhere,  serious  students  of  government  are  asking 
themselves  whether  it  is  possible  to  have  thorough-going  democratic 
control  over  the  government  and  at  the  same  time  secure  the 
efficient  fulfillment  of  the  great  tasks  which  modern  social  and 
industrial  conditions  have  imposed  upon  the  state. 

The  ReconcilicUion  of  Liberty  and  Efficiency 

On  viewing  the  remarkable  achievements  of  Germany  in  the 
land  campaigns,  even  the  most  grudging  cannot  withhold  their 
admiration  for  the  effectiveness  and  scientific  precision  with  which 
her  gigantic  military  enterprises  are  carried  out.  There  is  no  doubt 
that  the  wonderful  showing  made  by  that  country  has  been  due  to 
something  more  than  the  valor  and  skill  of  the  soldiers  on  the 
battle  field.  The  military  authorities  would  have  been  impotent 
if  it  had  not  been  for  the  masterful  way  in  which  the  civil  adminis- 
tration of  the  country  has  been  conducted.  K  Germany  had  back 
of  the  firing  line  the  kind  of  civil  government  which  the  United 
States  had  during  the  Spanish  war — ^with  its  scandals  of  "em- 
balmed" beef  and  inadequate  supplies — administrative  imbecility 
would  have  wrought  more  terrible  havoc  among  her  own  men 
than  all  the  high-power  explosives  which  the  Allies  have  mustered. 

^  School  and  Society  for  December  25, 1915,  p.  905. 

sSee  President  Eliot's  address  before  the  National  Civil  Service  Reform 
League,  **Csji  the  Civil  Service  of  a  Democracy  be  Made  Efficient/'  prixitedm 
Good  Government  for  January,  1916. 
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It  is  a  matter  of  common  knowledge,  of  course,  that  the  adminis- 
tration of  Germany  is  not  democratic  in  the  American  sense;  that 
is,  the  public  officers  are  not  elected  for  short  terms  by  popular 
vote  and  compelled  to  keep  their  attention  fixed  upon  pleasing 
the  public  at  every  turn.  It  is  not  often  that  a  ward  politician 
in  a  German  city  can  walk  into  the  police  conmiissioiier's  office 
and  tell  the  commissioner  to  "let  up"  on  his  district,  or  appear 
before  the  judge  of  a  police  court  and  get  a  constituent  o£r  on  the 
ground  that  he  is  "a  good  fellow."  The  city  of  New  York  has 
had  thirteen  police  conmiissioners  in  fifteen  years;  the  city  of 
Berlin  has  had  less  than  half  that  many  in  a  century. 

On  contrasting  the  administrative  conditions  in  the  two 
countries,  publicists  of  pessimistic  temper  are  inclined  to  hold  that 
efficiency  and  close  popular  control  are  incompatible;  that  only 
when  we  have  autocratic  power  above  can  work  be  done  well  by 
the  rank  and  file.  Therefore,  those  who  put  efficiency  above  all 
forms  of  government  advise  us  to  surrender  any  cherished  notions 
which  we  may  entertain  about  liberty  in  order  that  the  nation's 
work  may  be  done  with  mechanical  precision. 

Such  advisers,  however,  overlook  other  possible  expedients. 
Nations  as  well  as  individuals  may  justly  ask  themselves  whether 
it  is  not  better  to  perish  nobly  for  the  sake  of  things  that  are  worth 
while  than  to  live  miserably  in  mechanical  bondage  for  the  mere 
sake  of  living.  But  it  is  not  necessary  for  us  to  choose  between 
bureaucracy  and  suicide.  It  is  rather  for  us  to  attempt  seriously 
the  reconciliation  of  strong  and  efficient  government  with  demo- 
cratic control. 

It  is  false  to  say  that  the  experiment  has  been  made  and  has 
failed.  The  truth  is  the  experiment  has  not  been  attempted.  On 
the  contrary,  we  are  really  in  the  preliminary  stages  of  thinking 
about  it. 

Although  to  some  the  larger  issues  of  statecraft  here  presented 
may  seem  somewhat  remote  from  the  question  immediatjely  before 
us — training  for  public  service — in  my  opinion  they  are  fundamental 
to  any  solution  of  the  problems  which  such  training  involves.  It 
is  a  waste  of  time  for  us  to  lay  out  perfect  plans  based  upon  the 
experience  of  Europe,  if  it  is  impossible  to  secure  their  adoption 
by  American  democracy,  or  if  they  mean  the  loss  of  some  of  our 
cherished  political  principles. 
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Democracy  and  the  Expert 

There  can  be  no  doubt  that  democracy  distrusts  the  expert 
and  there  is  no  doubt  also  that  much  of  this  mistrust  is  well  grounded 
and  thoroughly  justified.  This  is  due  partly  to  the  air  of  unwar- 
ranted sui>eriority  which  the  expert  too  frequently  assumes  and 
partly  to  the  fact  that  history  presents  a  long  record  of  self-con- 
stituted experts  who  have  been  discredited.  The  Stuart  kings 
resisted  the  interference  of  the  middle  class  in  affairs  of  state  on  the 
groimd  that  such  matters  were  "mysteries'* — this  is  the  very  word 
they  used — ^to  be  mastered  only  by  experts.  In  earlier  times  there 
was  an  exp>ert  class  in  theology  that  proposed  to  do  the  thinking  for 
the  human  race  in  matters  religious.  There  have  been  military 
castes,  self-confessed  exp>erts  who  have  succeeded  more  than  once 
in  imposing  not  only  their  professional  but  their  class  interests 
upon  the  civil  population. 

The  theory  upon  which  aristocracies  have  been  defended  is 
the  theory  of  experts — of  a  class  especially  endowed  and  set  apart 
for  political  government.  The  world's  judgment  on  experts  in 
state  craft,  in  priest  craft,  and  in  military  craft  is  so  plain  that  he 
who  runs  may  read.  What  the  raw  French  levies,  sometimes 
led  by  sons  of  butchers,  bakers  and  candlestick  makers,  did  to  the 
"expert''  generals  of  the  old  regime  is  well  known  to  those  who  are 
familiar  with  the  campaigns  that  followed  the  outbreak  of  the 
Revolutionary  wars  in  1793. 

It  is  not  mere  ignorance,  therefore,  that  leads  democracy  to 
suspect  and  distrust  the  person  who  sets  himself  up  to  tell  it  exactly 
how  to  do  things.     The  only  kind  of  an  expert  that  democracy 
will  and  ought  to  tolerate  is  the  expert  who  admits  his  fallibility, 
retains  an  open  mind  and  is  prepared  to  serve.     There  are  many 
things  in  this  world  worse  than  very  dirty  streets,  a  very  high  death 
rate  and  a  large  percentage  of  crime.     Anyone  who  is  so  overcome 
by  passion  for  eflSciency  and  expertness  that  he  is  willing  to  sacrifice 
everything  else  for  the  sake  of  securing  any  kind  of  mere  mechanical 
excellence  has  no  message  for  democracy  in-  America. 

Nevertheless,  when  the  last  word  of  criticism  is  uttered  against 
the  short-comings  of  the  expert,  it  is  not  to  be  doubted  that  democ- 
racy also  has  much  to  learn;  and  the  first  thing  is  the  fundamental 
principle  set  forth  by  Professor  Goodnow  in  his  work  on  Politics 
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and  Administration  many  years  ago,  namely,  that  expert,  scientific 
and  technical  service  must  be  performed  by  those  specially  trained 
and  not  by  those  who  are  charged  with  responsibility  for  the 
determination  of  public  policies. 

Unquestionably,  we  are  making  great  strides  in  this  direction.' 
As  Mr.  M.  L.  Cooke,  Director  of  Public  Works  of  Philadelphia, 
said  not  long  ago,  we  are  really  beginning  to  recognize  that  "a 
high  bacterial  count  in  a  city's  water  supply  remains  a  problem 
incapable  of  solution  to  the  political  office  holder,  even  though  he 
can  carry  every  precinct  in  his  ward."  There  is  scarcely  a  session 
of  a  legislature  in  which  an  effort  is  not  made  to  secure  some  con- 
tribution toward  the  improvement  of  the  civil  service. 

The  Negative  Aspects  of  Civil  Service  Reform 

In  spite,  however,  of  great  gains  that  have  been  made  toward 
such  improvement,  much  remains  to  be  done  in  creating  new 
methods  of  recruiting  for  public  employment,  increasing  the  skill  and 
loyalty  of  the  personnel  and  retaining  those  of  tested  worth.  The 
negative  work  of  the  civil  service  reformers  in  abolishing  the 
grosser  features  of  the  spoils  system  has  been  fairly  well  done, 
but  that  is  only  a  part  of  the  task. 

It  is  apparent  to  those  who  read  the  literature  of  civil  service 
reform  that  the  ideas  of  public  policy  expressed  therein  are  fre- 
quently too  restricted  in  character.  One  has  only  to  examine  the 
speeches  made  in  the  name  of  civil  service  reform  and  the  reports 
of  civil  service  commissions  throughout  the  country  to  discover 
how  inadequate,  in  many  quarters,  is  the  current  conception  con- 
cerning the  function  of  a  recruiting  agency  in  modem  government. 
We  must  develop  more  convincing  ideas  of  constructive  civil  service 
reform  as  we  ask  democracy  to  put 'more  faith  in  the  doctrine. 

*' Keeping  the  rascals  out,"  though  undoubtedly  important,  is 
really  not  so  important  that  one  should  be  entirely  satisfied  with 
such  an  enterprise,  when  one  considers  the  graver  problem  of 
how  to  get  well-trained  people  into  the  service,  keep  them  there 
after  they  enter,  and  train  them  for  ever  increasingly  effective 
work  in  the  service.  It  would  be  wrong,  of  course,  to  criticize  all 
civil  service  reformers,  for  it  would  be  possible  to  name  here  many 
leaders  in  that  movement  who  have  the  widest  possible  outlook 
*  See  Oood  Qovemmeni  for  January,  1916. 
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upon  modem  questions  of  government  service.  But  granting  that 
excellent  motives  prevail  and  have  prevailed  and  that  excellent 
work  has  been  done,  we  must  say  emphatically  the  time  has  arrived 
for  giving  more  attention  to  lifting  up  the  strong  and  wise  than  to 
holding  down  the  wicked. 

If  one  turns  from  the  work  of  citizens'  agencies  concerned 
with  civil  service  reform  to  the  publications  of  the  civil  service 
commissions  and  authorities  in  the  United  States,  one  is  not  sur- 
prised to  find  that,  generally  speaking,  these  also  reveal  the 
existence  of  the  negative  notions  of  a  generation  ago.  There  is  in 
this  no  criticism  of  public  ofiScers.  Their  duty  is  to  execute  the 
law,  and  the  law  reflects  the  thought  of  the  citizens.  The  condition 
in  the  official  civil  service  is  quite  well  expressed  in  an  order  issued 
by  President  Taft  on  December  23,  1910,  to  the  effect  that  "No 
officer  or  employee  of  the  government  shall  directly  or  indirectly 
instruct  or  be  concerned  in  any  manner  in  the  instruction  of  any 
person  or  classes  of  persons  with  a  view  to  their  special  preparation 
for  the  examination  of  the  board  of  examiners  for  consular  and 
diplomatic  services.''  Another  example  is  afforded  by  the  federal 
bulletin  concerning  the  consular  service  in  which  it  is  announced 
that  the  government  does  not  maintain  a  school  for  training  the 
candidates  for  the  foreign  service,  does  not  recommend  any  par- 
ticular institution,  does  not  suggest  a  list  of  books  to  be  studied, 
and  cannot  furnish  a  course  of  study  for  any  school. 

No  doubt  the  evils  of  favoritism  against  which  these  orders  are 
directed  are  apparent  enough.  No  objection  can  be  urged  against 
the  government's  desire  to  obviate  those  evils,  but  the  solution  of 
the  problem  is  none  the  less  ridiculous.  Ridiculous  is  the  precise 
word  to  employ.  What  our  governments,  federal,  state  and 
municipal,  in  effect  say  to  young  men  and  women  looking  forward 
to  entering  the  public  service  is  this: 

We  have  no  treatises  which  will  give  you  accurate  and  adequate  information 
about  the  matters  with  which  you  should  be  familiar.     We  will  not  allow  you 
to  get  any  instruction  from  anybody  who  is  actually  doing  the  work  for  which 
you  want  to  prepare  yourself.    We  will  not  give  you  any  advice  about  how  to 
prepare  yourself.     Although  we  spend  millions  on  education  in  the  United  States, 
we  cannot  spend  one  dollar  in  preparing  you  to  serve  your  country  in  a  civil 
position.     All  we  can  do  is  to  give  you  a  list  of  sample  questions  which  have 
been  asked  sometime  in  the  past  and  may  never  be  asked  again.     You  must 
get  your  instruction  and  information  in  some  haphazard,  unsystematic,  trust-to- 
luck  scheme,  which  may  by  the  skin  of  your  teeth  puU  you  through  an  examination. 
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Such  a  conception  of  the  public  service,  which  is  undoubtedly 
the  conception  of  the  people  at  large,  the  politicians  and  even  a 
few  statesmen,  would  be  truly  comical  if  it  were  not  fraught  with 
such  consequences  to  democracy. 

It  violates  every  canon  of  reason  and  every  principle  derived 
from  sound  experience  in  the  eflScient  management  of  private 
enterprises.  Imagine,  for  instance,  a  great  railroad  corporation 
or  manufacturing  concern  conducting  its  employment  agency  on 
any  such  plans.  Imajgine  an  employing  officer  in  a  large  corpora- 
tion saying  to  an  applicant: 

We  cannot  admit  you  to  our  factory  in  order  that  you  may  see  the  nature  of 
the  work  for  which  you  are  to  prepare  yourself.  We  cannot  allow  any  employee 
of  this  factory  to  give  you  any  instructions  about  what  you  are  to  do.  We  can- 
not give  you  anything  but  a  list  of  questions  which  we  asked  someone  two  or 
three  years  ago.  We  cannot  tell  you  where  to  go  to  get  any  information  about 
how  we  do  business.  The  thing  for  you  to  do  is  to  go  out  and  walk  up  and  down 
the  streets  until  you  find  a  sign  beaming  these  mystic  words — "people  crammed 
for  any  job  on  short  order."  Spend  a  few  hours  there  and  then  trust  to  the 
benign  Ph)yidence  who  watches  over  you  to  slip  you  past  a  long  list  of  questions 
which  a  few  examiners  on  the  tenth  floor  of  our  building  have  prepared  for 
novitiates. 

If  the  private  business  of  this  country  were  conducted  on  any  such 
program  we  should  be  back  in  the  stage-coach  days  of  civilization. 

This  is  not,  however,  any  criticism  of  those  charged  with  the 
administration  of  our  civil  service  laws — it  is  simply  a  description 
of  the  current  American  notions  regarding  the  right  way  to  recruit 
the  public  service. 

Not  until  we  have  accepted  the  principle  established  in  private 
business  experience,  that  persons  will  not  be  regularly  admitted  to 
employment  until  they  have  demonstrated  that  they  can  do  the 
work  which  is  required  of  them,  can  we  build  our  recruiting  systems 
upon  a  solid  foundation.  This  means  that  our  civil  service  com- 
missions should  become  less  and  less  examining  bodies  and  more 
and  more  training  bodies.  Unless  we  can  endure  this  thought  we 
might  as  well  give  up  all  notion  of  reconciling  democracy  and 
eflSciency. 

Univebsitibs  and  Training  for  Public  Service 

While  this  notion  is  slowly  taking  hold  of  the  public  mind,  those 
of  us  who  are  connected  with  educational  institutions  must  be  willing 
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to  take  stock  of  our  own  ideas  and  pre-conceptions  and  subject 
them   to  searching   scrutiny.     Certainly,   we  shall   be   doing  the 
public  service  a  lasting  injury  if  we  attempt  to  make  it  more  aca- 
demic  in  character.     While  not  for  a  moment  deprecating  the 
value  of  mere  book  learning,  while  stoutly  contending  that  democ- 
racy has  too  little  respect  for  the  wisdom  which  is  founded  on  the 
recorded  experience  of  the  human  race,  we  must  not  ignore  the 
fact   that   doing  and    knowing    are    different    things.     We    must 
acknowledge  the  educational  value  that  inheres  in  doing  things 
and  add  this  art  to  the  seven  liberal  arts  so  long  cherished.     Why, 
for  example,  should  we  give  a  student  academic  credit  for  writing  a 
thesis  based  on  the  reports  of  probation  officers  and  deny  him 
credit  for  doing  the  work  of  a  probation  officer?     This  is  in  effect 
saying — "If  you  know  how  somebody  else  did  a  thing  you  are 
entitled  to  a  degree,  but  if  you  can  only  do  it  yourself  you  are  a 
barbarian.'* 

Academic  Credit  for  Practical  Work  Is  Necessary 

There  is  a  practical  aspect  of  this  problem  also.  Life  is  short 
and  our  educational  program  is  already  too  long.  We  cannot  ask 
very  many  students  to  spend  four  years  in  a  high  school,  three  or 
four  years  in  college,  three  years  in  a  law,  medical,  or  engineering 
school  and  then  devote  a  year  or  two  to  unpaid  and  unrecognized 
field  and  laboratory  work  preparatory  to  entering  the  public 
service.  The  exigencies  of  time  compel  us  to  combine  doing  with 
learning  and  that  which  necessity  dictates  is  endorsed  by  experience 
in  sound  methods  of  instruction.  To  speak  more  concretely,  those 
of  us  in  the  universities  and  colleges  who  propose  to  help  the 
public  service  by  training  students  for  it  must  be  willing  to  count 
toward  the  academic  degree  a  reasonable  amount  of  work  done  in 
departments  of  government  or  in  business  enterprises  of  kindred 
character. 

From  an  academic  point  of  view  this  is  undoubtedly  a  serious 
matter.  It  is  already  difficult  enough  to  maintain  high  academic 
standards,  and  cautious  teachers  are  justly  afraid  of  lowering  that 
which  is  already  too  low.  This  educational  work  of  "doing" 
must  be  properly  organized;  it  must  be  so  laid  out  that  it  can  be 
properly  evaluated.  Methods  for  recording  time  spent  and  results 
accomplished    must    be  devised    and   adequate    supervision   and 
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control  must  be  g^uaranteed.^  When  this  is  done  there  is  no  doubt 
that  our  institutions  of  learning  will  be  glad  to  codperate  in  the 
truly  great  work  of  training  for  the  public  service. 

This  function  of  organizing  what  may  be  termed  the  laboratory 
work  in  public  service  is,  properly  speaking,  a  public  function.  It 
should  be  undertaken  by  the  municipality  and  the  state  and  the 
federal  government  and  by  educational  institutions,  especially  those 
supported  by  public  funds.  If  this  is  not  done,  charges  of  favoritism 
may  arise,  which  will  disarrange  the  best  laid  plans.  That  it 
can  be  done  by  public  institutions  is  demostrated  by  the  work  of  the 
College  of  the  City  of  New  York  in  organizing  certain  field  courses 
in  connection  with  several  of  the  important  departments  of  the 
city.^  That  it  can  be  done  informally  by  private  institutions  also 
is  demonstrated  by  the  four  years  experience  of  the  Training  School 
for  Public  Service  connected  with  the  Bureau  of  Municipal  Research 
in  New  York. 

Academic  Training  for  Pvblic  Service 

When  public  opinion  is  prepared  for  a  trained  service,  and  when 
the  practical  laboratory  work  for  training  is  organized  and  duly 
accredited,  the  problem  will  be  by  no  means  solved  for  the  universi- 

^  The  following  methods  are  used  in  the  Training  School  for  Public  Service 
to  control  the  so-called  laboratory  work  of  the  students: 

1.  The  work  of  the  student  is  carefully  planned  and  given  to  him  in  the  form 
of  assignments; 

2.  Each  assignment  is  for  a  definite  period  of  time  and  is  an  order  to  perform 
a  definite  task,  either  in  research  or  in  some  department  of  the  city  government; 

3.  As  far  as  possible  merely  clerical  work  is  avoided,  although  there  are 
few  tasks  which  do  not  call  for  a  large  amoimt  of  clerical  drudgery; 

4.  Each  task  to  which  a  student  is  assigned  is  a  part  of  a  study  or  installation 
imdertaken  by  the  Bureau  of  Mimicipal  Research; 

5.  A  record  of  all  assignments  in  detail  is  kept  on  file; 

•  6.  Each  student  is  under  the  direction  and  control  of  a  staff  officer  of  the 
Bureau  and  the  supervisor  of  the  Training  School; 

7.  Written  reports  on  the  progress  in  the  assignment  are  required  every 
two  weeks  and  are  graded  and  kept  on  file; 

8.  Special  reports  on  set  topics  are  required  periodically,  graded  and  kept 
on  file; 

9.  Each  student  is  required  to  turn  in  a  daily  record  card  showing  the  number 
of  hours  devoted  to  his  work; 

10.  Periodical,  oral  statements  of  work  done  are  required. 

*  See  Training  for  Municipal  Service  published  by  the  Bureau  of  Municipal 
Research,  New  York  City.    Price  50  cents. 
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ties.  It  will  be  necessary  of  course  to  give  a  substantial  acadeuno 
foundation  for  the  laboratory  work,  in  the  form  of  organized 
instruction.  This  is  no  simple  matter.  Training  for  public  serv- 
ice is  unlike  training  for  law  or  medicine.  It  is  relatively  easy 
to  lay  out  the  field  of  jurisprudence  and  to  say  that  a  student 
must  have  a  certain  amount  of  criminal  law  and  civil  law — so 
many  courses  on  real  property,  contracts,  etc. 

The  public  service  on  the  other  hand  is  extraordinarily  varied. 
In  the  municipal  service  of  New  York  City  there  are  no  less  than 
371  distinct  titles,  and  our  state  and  federal  services  are  scarcely 
less  differentiated  in  character.     A  few  titles  selected  at  random 
from  the  general  service  will  indicate  how  complex  is  the  problem. 
Public   service  in  this  country  calls  for  consular  and  diplomatic 
officers  of  various  grades  and  titles,  electrical,  mechanical,  civil 
and  chemical  engineers,  physicians,  pathologists,  bacteriologists, 
physiologists,    geologists,    topographers,    veterinarians,    occulists, 
nurses,    teachers,    lawyers,    statisticians,  chaplains,    accountants, 
inspectors  of  many  varieties,  sanitary  oflBcers,  draf  tmen,  librarians, 
dock  masters,  social  investigators,  to  say  nothing  of  the  minor 
positions. 

From  the  point  of  view  of  training  for  public  service,  these 
various  positions  may  be  divided  into  certain  broad  groups.  Profes- 
sor H.  G.  James  1ms  classified  the  foundational  courses  in  the 
University  of  Texas  as  follows:  legal,  sanitary,  financial,  educa- 
tional, engineering,  and  public  safety,  including  in  the  last,  police, 
fire,  charities  and  corrections. 

While  in  a  way  this  broad  classification  is  exhaustive,  it  is 
apparent  on  closer  examination  that  great  variation  in  detail  must 
be  worked  out  within  each  group;  for  example,  engineering  work 
in  a  municipality  is  highly  diversified  and  specialized.  Ordinarily, 
a  man  trained  in  mechanical  engineering  is  not  prepared  to  under- 
take the  functions  of  a  civil  engineer,  and  a  civil  engineer  does  not 
have  the  training  in  chemistry  which  fits  him  to  test  materials 
purchased  by  a  city. 

It  is  not  necessary  to  go  into  further  detail  to  show  that  the 
university  which  undertakes  a  comprehensive  program  of  training 
for  public  service  cannot  merely  lay  out  a  few  curricula  and  announce 
to  the  world  that  it  is  graduating  specialists  in  one  of  five  or  six 
particular  sciences,  when  as  a  matter  of  fact  the  actual  public 
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service  calls  for  from  two  or  three  hundred  varieties  of  technical 
specialties.  While  there  may  be  certain  underl3ring  courses  neces- 
sary to  all  branches  of  the  service,  still  any  institution  that  prepares 
for  the  service  in  general  must  be  ready  to  give  great  flexibility  and 
variation  to  the  programs  of  its  students.  The  enterprise,  in  short, 
calls  for  the  co5peration  of  a  large  number  of  specialists  in  almost 
every  branch  of  human  knowledge. 

The  New  Science  of  Administration 

In  addition  to  the  technical  specialties  there  is  slowly  bein| 
evolved  also  a  new  field  of  public  service  for  which  a  somewhat 
homogeneous  curriculum  can  be  worked  out.  I  refer  to  the  field  of 
public  administration.  Those  who  have  watched  the  course  of 
development  in  our  engineering  schools  know  very  well  that  the 
higher  grade  institutions  are  tending  away  from  the  old  technical 
instruction  which  savored  of  manual  training,  toward  what  is 
called  efficiency  engineering,  or  management.  To  speak  concretely, 
the  type  of  mechanical  engineer  for  whom  the  world  has  the  most 
need  today  is  not  the  man  who  can  simply  run  a  lathe  or  put 
together  the  parts  of  a  power  plant,  but  the  man  who  can  organize 
and  supervise  hundreds  and  even  thousands  of  men  who  are  running 
lathes,  drawing  designs,  and  assembling  plants. 

Students  of  government  who  follow  this  trend  are  at  last 
becoming  aware  of  the  existence  of  a  science  of  public  administration 
distinct  from  any  technical  specialty  such  as  law  or  engineering. 
They  are  beginning  to  realize  that  the  science  of  administration 
devised  by  the  lawyers — ^the  bare  description  of  legal  structures, 
powers  and  duties — ^is  largely  a  science  of  administrative  nihilism, 
whose  function,  all  too  frequently,  is  to  render  the  government 
impotent  and  contemptible  in  the  defense  of  private  rights.  This 
legal  science  is  no  science  of  management  at  all,  but  at  very  best  the 
starting  point  for  any  genuine  science  of  administration. 

Inchoate  though  this  new  science  of  administration  may  be,  it 
is  none  the  less  very  real.  A  great  deal  of  the  literature  already 
exists  in  ^scattered  form,  and  many  courses  of  instruction  bearing 
upon  the  subject  are  already  given  in  various  schools  in  our  univer- 
sities. The  immediate  problem  is  to  coSrdinate  these  courses  and 
to  supplement  them  by  new  programs  of  instruction,  so  as  to  create 
a  curriculum  of  public  administration  which,  when  superimposed 
upon  law,  engineering,  accounting,  medicine,  a  college  education 
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or  business  experience,  will  help  to  prepare  students  for  respoi^WAe 
positions  which  do  not  call  for  technical  and  scientific  performance, 
but  for  the  organization,  supervision  and  investigation  of  technical 
and  scientific  work.  Such  a  program  should  consist,  in  part  at  least, 
of  the  following  elements: 

1.  Administrative  law; 

2.  Taxation,  finance  and  budget-making; 

3.  Scientific  management; 

4.  Public  works  management; 

5.  Methods  of  recruiting  and  maintaining  an  efficient  personnel; 

6.  City  planning; 

7.  Problems  of  departmental  organization; 

8.  Preparation  of  reports; 

9.  Statistics  and  graphic  presentation. 

The  Direction  of  University  Training  for  Public  Service 
It  must  be  understood,  however,  that  this  new  administrative 
science  must  be  built  upon  solid  foundations  and  that  it  can  be 
taken  with  success  only  by  a  select  few  of  high  grade  students. 
The  main  work  in  training  for  public  service  will  still  be  highly 
specialized  and  cannot  be  conducted  by  a  single  school  of  a  univer- 
sity. It  should  be  managed  by  a  committee  under  a  responsible 
director  thoroughly  acquainted  with  the  requirements  of  the 
public  service  and  closely  in  touch  with  the  methods  of  examination 
and  appointment.  Such  a  director  should  have  in  his  advisory 
committee  representatives  of  the  several  schools  of  the  university, 
who  are  competent  to  give  advice  as  to  the  right  training  for  the 
various  positions  in  the  public  service  thrown  open  from  time  to 
time.  Such  a  general  centralization  of  supervision  was  suggested 
in  the  Report  of  the  Committee  on  Training  for  Pvhlic  Service  of 
Columbia  University,  published  on  March  27,  1915,  from  which  the 
following  recommendations  are  taken: 

1.  That  a  university  standing  committee  on  training  for  public  service  be 
established,  the  said  committee  to  be  composed  of  a  chairman,  and  four  additional 
members  from  the  School  of  Mines,  of  Engineering  and  of  Chemistry,  the  Faculty 
of  Political  Science,  the  School  of  Architecture,  and  Teachers  College; 

2.  That  it  shall  be  the  duty  of  the  standing  committee  to  continue  the  study 
of  the  problem  of  training  for  public  service  and  present  from  time  to  time  to  the 
appropriate  authorities  recommendations  relative  to  the  organization  of  new 
courses,  the  adaptation  of  courses  already  offered,  and  such  other  matters  as  may 
be  calculated  to  increase  the  eflSciency  of  the  university's  work  in  training  for 
official  and  unofficial  public  service; 

3.  That  it  shall  be  the  duty  of  the  chairman  of  the  conmiittee,  in  codperation 
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with  the  present  committee  on  appointments,  to  keep  a  reoord  of  all  positaons^ 
federal,  state  and  mimicipal,  which  may  be  attractive  to  college  students,  and 
the  subjects  and  dates  of  approaching  examinations,  and  to  be  prepared  to  advise 
students  contemplating  entering  the  public  service  as  to  the  courses  and  methods 
to  be  pursued  in  preparation  for  such  positions.  It  shall  be  the  duty  of  the 
chairman  to  confer  with  civil  service  commissioners  and  chief  examiners  as  to 
the  relation  between  university  instruction  and  civil  service  examinations,  stan- 
dards, and  eligibility.  The  chairman  shall  also  study  the  whole  field  of  unofficial 
public  service  and  be  prepared  to  advise  students  desiring  to  enter  that  service; 

4.  That  the  announcements  of  the  several  divisions  of  the  university  shall 
contain  a  statement  of  the  scope  and  work  of  the  committee  on  training  for  public 
service  in  order  that  students  may  be  encouraged  to  confer  with  the  chairman  as 
to  courses  of  study  leading  to  public  service  and  the  methods  of  entering  such 
service. 

Reconstruction  of  Civil  Service  Commission  Reports 

Finally,  attention  should  be  called  to  the  fact  that  the  work  of 
colleges  and  universities  in  training  for  public  service  would  be 
greatly  facilitated  if  civil  service  commissions  would  prepare 
reports  directed  to  those  seeking  admission  to  the  public  service 
as  well  as  to  the  general  public.  Such  reports  should  contain 
information  on  the  following  points: 

1.  The  various  t3rpes  of  positions  in  the  public  service  classified  according  to 
fimction; 

2.  The  number  of  positions  in  each  functional  class,  the  average  number  of 
appointments  during  the  past  few  years,  as  a  basis  to  estimate  probable  demand 
in  the  future; 

3.  The  special  training,  qualifications  an  1  experience  required  for  admission 
to  the  various  classes; 

4.  Lines  of  promotion  within  classes  and  groups; 

5.  Promotions  in  the  several  classes  and  groups  for  the  past  few  years,  as  a 
basis  for  measmring  probable  opportunities; 

6.  Brief  statement  of  the  training  and  qualifications  of  persons  recently 
admitted  to  the  several  groups  and  classes,  designed  to  inform  probable  applicants 
as  to  the  charactet  of  persons  actually  admitted  to  the  service. 

With  public  opinion  properly  educated  to  appreciate  a  trained 
service,  with  our  civil  service  commissions  transformed  into  general 
recruiting  and  training  bodies,  with  field  and  laboratory  experience 
in  public  service  well  organized  and  recognized  by  institutions  of 
learning  as  counting  toward  their  degrees,  with  the  new  science 
of  administration  now  in  the  process  of  making  thoroughly  con- 
structed, with  directors  of  public  service  training  in  all  our  large 
institutions  of  learning,  we  could  look  forward  confidently  to  the 
solution  of  the  problem  presented  at  the  opening  of  the  paper, 
namely,  the  reconciliation  of  democracy  and  efficiency. 
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A  PRACTICAL  GUIDE  TO  RESPONSIBLE  GOVERNMENT 

By   H.    S.    GlIiBERTSON, 

Executive  Seoretary»  National  Short  Ballot  Organisation,'  New  York  City. 

The  perfecting  of  democracy  has  already  gone  far  beyond  the 

experimental  stage  in  no  less  than  four  hundred  American  cities.  (' 

These  communities  have  actually  abolished  ''invisible  government"  !; 

and  made  the  abolishment  "stick."     The  old-time  boss  has  dis-  | 

appeared  even  in  Hoboken,  N.  J.,  where  he  is  a  responsible  being  j^ 

now,  having  been  elected  mayor!    The  personnel  of  the  government  ?j 

has  not  been  revolutionized,  but  the  people's  servants  have  been  !* 
surrounded  with  a  new  atmosphere.    Into  their  hands  have  been 

placed  more  powerful  instruments  wherewith  to  enforce  the  people's  |; 

will  and  responsibility  has  come  with  the  power.     The  characteris-  'i 

tic  delays  and  postponements  of  former  days  have  given  place  to                               '  f^ 

quick  decisive  action.     Wider  undertakings  have  been  entered  upon  i 

but  the  cost  of  government  per  unit  of  service  has  usually  been  j 

materially  reduced.     In  short,  government  has  been  readjusted  to  | 
life. 

Models  of  Irresponsibility  and  Inefficiency 

The  typical  American  city  government  prior  to  the  com- 
mission government  movement,  was  a  more  or  less  faithful  copy  of 
the  nation  and  state.  It  was  founded  upon  the  same  traditions  of 
divided  responsibility  and  the  same  ingenious  mechanism  of  "  checks 
and  balances." 

An  analysis  of  such  a  city  government  throws  a  flood  of  Ught 
on  the  whole  problem  of  responsible  government.    Picture  a  city 
organized  on  the  general  plan  of  Philadelphia,  or  Baltimore,  or, 
until  recently,  St.  Louis  or  BuflFalo.     Begin  at  the  ballot  box  where 
the  citizen  officially  does  his  thinking  and  expresses  his  desires  or 
policies.    Is  it  a  simple  issue  that  confronts  him  on  election  day? 
The  powers  that  be  have  placed  him  in  an  arbitrary  geographical 
compartment  of  the  city.     Without  a  sound  reason,  such  as  the 
unwieldiness  of  the  city  as  a  voting  district,  or  the  distinctive  social 
make-up  of  his  neighborhood,  the  municipality  is  divided  according 
to  the  population  figinres  and  the  voter  is  invited  to  make  an  issue 

227 


Digitized  by 


Google 


228  The  Annals  op  the  American  Academy 

of  alleged  interests  of  bis  neighborhood  as  against  those  of  the  whole 
city — a  false,  artificial  issue  in  most  cities,  but  one  which  serves 
the  local  party  organization  ideally. 

The  case  would  not  be  so  bad  if  the  candidates  for  aldermen 
and  councilmen  stood  squarely  on  the  interests  of  the  whole  city 
or  even  of  a  particular  comer  of  it.  But  not  so.  A  second  element 
of  confusion  is  injected  into  the  election:  the  voter  is  not  privi- 
leged to  select  his  councilman  by  the  test  of  a  live  local  question. 
He  must  choose  with  an  altogether  foreign  consideration  in  mind. 
The  Democrats  perhaps  have  been  in  power  in  the  country  and  the 
crops  in  the  middle  west  have  refused  to  grow.  The  voter,  having 
a  natural  aversion  to  hard  times,  or  having  conceived  in  youth  a 
life-long  distrust  of  Democrats,  has  nothing  to  do  but  wreak  his 
vengeance  on  the  nearest  visible  object  of  his  dislike  that  happens 
to  have  a  nominal  association  with  the  national  administration  then 
in  power.  It  is  not  simply  that  the  city  candidates  are  tagged  with 
a  national  label.  Worse  than  that,  they  are  put  at  the  bottom  of 
the  same  long  ticket  with  candidates  for  the  national  and  state 
oflSces,  so  that  the  voter  can  hardly  fail  to  drag  his  national  party 
politics  into  the  local  contest. 

Diverting  the  Voters'  Attention 

When  the  voter  has  finished  with  electing  oflBcials  to  interpret 
his  wishes  in  the  city  governing  body,  that  perhaps  is  the  end  of  his 
troubles?  No  indeed!  He  must  select  the  city's  legal  counsellor. 
Perhaps  also  he  is  required  to  pass  upon  the  men  who  would  file 
the  city's  records  and  manage  a  lot  of  clerical  routine  business — 
the  candidates  for  city  clerk.  He  may  also  be  expected  to  vote 
upon  an  auditor.  Now  all  these  questions  serve  no  other  real 
purpose  than  to  distract  the  voter's  attention.  The  city's  attorney 
is  not  the  private  adviser  of  the  individual  voters.  He  is  no  real 
issue  to  them.  As  for  the  city  clerk,  the  only  issue  is  that  of  oflSce 
honesty  and  eflSciency,  which  is  scarcely  a  debatable  question. 
And  the  auditor — his  function  is  to  keep  accounts  straight — a 
function  for  which  he  should  be  responsible  to  his  direct  suj>erior8, 
the  governing  body. 

But  the  end  is  not  yet.  The  voter  selects  the  chief  executive. 
And  the  mayor  looms  up  so  much  larger  on  the  ballot;  be  is  so  much 
more  conspicuous  as  a  figure  in  the  official  community  that  in  most 
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cities  men  have  come  to  regard  him  as  the  one  great  local  issue. 
They  have  come  to  regard  the  city  as  safe  for  at  least  another  period 
if  a  "good  man''  was  elected  to  the  position.  The  mayor  is  not 
usually  chosen  on  the  merits  of  his  policies.  He  is  often  simply  a 
heroic  figure  set  up  to  oppose  some  dark  sinister  person  who  is  the 
particular  outrage  of  the  year.  In  the  election  campaign  he  is  too 
busy  dissecting  his  opponent's  vices  to  seriously  discuss  any  impor- 
tant local  issue. 

Watching  the  Sources  of  Public  Policy 

So  much  for  the  individual  voter.  Now  for  the  electors  in  the 
mass:  the  legislating  branch  of  the  government  has  been  assembled 
and  the  mayor  and  the  other  minor  officers  have  taken  the  oath  of 
office.  Are  the  voters'  troubles  over?  No,  the  issues  are  finisher 
complicated.  It  would  not  do  to  have  the  people  keeping  their 
attention  on  a  single  spot  of  government.  They  might  too  easily 
control  the  sources  of  official  action!  And  so,  the  government  is 
constructed  to  present  to  the  electorate  not  one  face,  or  two,  or 
even  possibly  three,  for  the  council  is  split  into  separate  houses, 
the  mayor  constitutes  a  third  source  of  power  and  each  of  the  minor 
elective  officers  is  commissioned  directly  by  the  people  and  thereby 
authorized  to  operate  in  his  own  little  sphere.  Every  one  of  these 
separate  offices  is  virtually  a  separate  government.  Every  one  of 
them  is  a  standing  issue  in  the  community  (or  would  be  if  the  theory 
of  popular  election  worked  out).  For  why  should  the  people  elect 
a  city  attorney  or  a  city  clerk  or  an  auditor,  if  he  is  not  an  issue  to 
them?     Why  hold  an  election  when  there  is  nothing  to  decide? 

But  the  multiplication  of  issues  is  surely  ended?  Hardly! 
When  one  looks  to  the  outward  organization  in  the  separate  houses 
of  the  council,  he  has  not  seen  the  soiu-ce  of  real  power  and  activity. 
He  must  dig  deeper,  for  the  council  is  divided  up  in  committees  and 
the  really  important  policies  are  already  decided  when  they  come 
before  the  official  representatives  of  the  people — and  confusion  is 
multiplied  as  many  more  times  as  there  are  committees  in  both 
houses  of  the  council. 

Mixing  up  Law-Making  with  Administration 

But  let  us  keep  going.     The  council  surely  will  have  the  good- 
ness to  confine  itself  to  the  sort  of  things  that  councils  are  sup- 
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posed  to  do,  t.6.,  the  framing  of  laws  and  giving  of  general  directions* 
to  the  operating  departments  of  the  city.  But  not  so  under  the 
old  order  of  city  government.  Such  councils  confuse  their  law- 
making functions  and  tangle  themselves  up  with  a  lot  of  questions 
of  detail  which  keep  them  from  looking  the  policies  of  the  city 
squarely  in  the  face.  They  are  obliged,  for  example,  to  pass  upon 
the  appointments  of  administrative  offices  made  by  the  ntiayor  under 
a  beneficent  "check"  known  as  "confirmation."  K  it  comes  to  a 
straight  open  issue  as  to  whether  Main  Street  is  to  be  extended,  that 
simple  question  has  to  be  balanced  against  the  appointment  of  the 
third  assistant  deputy  of  charities.  If  it  is  a  question  of  restricting 
the  number  of  saloons,  that  may  be  tangled  up  with  the  selection  of 
a  deputy  wharfinger.  The  chances  are  also  that  the  committees 
of  the  councils,  instead  of  framing  up  the  policies  for  the  city,  will 
actually  try  to  act  as  the  executive  heads  of  the  city  departments. 
And  this  notwithstanding  they  are  not  elected  on  that  issue  or  with 
any  reference  to  their  fitness  to  perform  such  specific  services,  but 
only  to  represent  the  wishes  of  one  of  the  districts  of  the  city. 

No  Clear  Executive  Issue 

Turn  now  to  the  executive  side  of  the  government.  The  mayor 
is  at  the  head.  But  at  the  outset  we  discover  that  the  voters  cannot 
make  a  clear  issue  with  him  of  any  bad  piece  of  administration  that 
is  perpetrated.  The  mayor  simply  is  not  responsible  for  the  duties 
which  are  legally  conferred  upon  him.  He  undertakes  a  policy  of 
retrenchment  in  the  water  department.  But  the  "confirmation" 
clause  in  the  charter  dictates  that  any  man  he  may  propose  for 
executing  that  trust  must  be  satisfactory  to  the  powers  that  control 
the  council.  It  may  be,  too,  that  he  will  need  legal  advice  before 
proceeding  on  a  given  course.  But  unlike  any  private  executive, 
he  has  no  choice  in  the  selection  of  his  own  lawyer.  The  people 
(nominally)  have  decided  that  question  for  him  in  advance,  as 
though  the  city  attorney  were  their  private  lawyer.  The  mayor  may 
even  find  the  incumbent  scheming  to  discredit  his  administration 
in  the  eyes  of  the  people.  The  mayor  may  be  blamed  for  the  mist" 
management  of  the  finances.  But  he  has  practically  no  choice  but 
to  put  his  stamp  of  approval  on  the  work  of  the  council  who,  with 
precious  little  real  executive  knowledge  of  administrative  needs, 
have  framed  the  budget  to  their  own  liking.    And  so  when  the 
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mayor  turns  up  for  reflection  and  his  record  is  under  discussion, 
he  can  always  say  that  he  has  not  been  given  the  proper  where- 
withal to  do  the  work  entrusted  to  him. 

Descending  into  the  depths  of  city  government,  perhaps  we 
shall  find  the  issues  clear  at  last.  Physicians  in  the  hospitals  will  be 
chosen  for  their  skill  in  coping  with  disease;  draftsmen  in  the  engi- 
neering departments  for  their  mechanical  ability;  inspectors  because 
of  their  peculiar  fitness  to  inspect  public  works.  These  would 
seem  clear  administrative  issues.  But  everybody  knows  that  the 
issues  here,  again,  are  clouded.  Bricklayers  are  not  selected  for 
hospital  work,  but  doctors  who  ought  to  be  bricklayers  are 
given  preferment.  Barbers,  perhaps,  are  chosen  as  building  in- 
spectors and  grocery  clerks  for  foremen.  The  issue  of  skill  and 
efl&ciency  is  obscured  beyond  all  recognition  by  the  issue  of  personal 
reward  for  party  service. 

Parallel  Conditions  in  State  Government 

Now  every  American  citizen  knows  that  the  foregoing  is  but 
a  tame,  conservative  description  of  political  conditions  in  American 
cities.  He  perhaps  does  not  realize  that  while  the  400  cities  have 
been  rescued  from  the  deep  dark  jungle  of  confusion,  state  govern- 
ments remain  practically  exact  parallels  in  every  detail  of  the  S3rstem 
described.     To  sununarize: 

(1)  State  governments  sufifer  from  the  confusion  of  jurisdictions  (national, 
state  and  local)  when  state  officers  are  elected  on  the  same  ballot  with  congress- 
men, United  States  senators  and  local  officers. 

(2)  The  artificial  district  plan  (although  more  justifiable  and  perhaps 
even  unavoidable  in  the  state  government)  gives  rise  to  petty  localisms  and  log- 
rolling. 

'    (3)  Bi-cameral  legislative  bodies  leave  the  state  voter  guessing  as  to  where 
the  source  of  the  law-making  power  really  is. 

(4)  The  legislative  committees  often  essay  to  exercise  what  amounts  to 
executive  power  over  the  heads  of  administrative  departments,  especially  in  finan- 
cial matters. 

(5)  The  legislature  elected  to  make  laws,  sad  properly  on  that  issue  alone 
(if  politics  is  to  be  clear  and  simple)  exercises  a  real  appointing  power  through 
"confirmation." 

(6)  The  election  of  minor  administrative  state  officials  drags  administration 
into  politics. 

(7)  The  responsibility  of  the  executive  is  obscured  in  the  exercise  of  the 
appointing  and  budget  making  power. 

(8)  In  all  but  ten  states  the  clerical,  technical  and  professional  officers  and 
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employees  of  the  state  are  chosen  without  any  definite  examination  of  their  fitness 
for  their  particular  work,  and  probably  in  the  majority  of  cases  because  of  party 
service  rendered. 

How  the  Federal  Government  Suffers 

The  federal  government  also  is  a  sufferer  from  most  of  the  con- 
fusion of  issues  which  has  done  more  than  anything  else  to  make 
city  government  "the  most  conspicuous  American  failure/'  Only 
three  qualifying  statements  need  be  made  in  this  connection: 

(1)  The  federal  government  has  no  elective  administrative  officials,  not 
even  an  elective  judiciary. 

(2)  The  merit  system  has  been  extended  well  down  into  the  administrative 
service. 

(3)  The  federal  government  gets  rather  the  best  of  it  in  popular  Sections  by 
commanding  the  attention  of  the  electorate  as  against  state  and  local  issues. 

A  significant  point  to,  remember  is  that  these  three  exceptions 
from  the  general  rule  of  American  practice  probably  account  for  the 
reputation  for  superior  eflSciency  which  the  federal  government 
enjoys. 

Cities  Pointing  the  Way  Out 

Now  the  cities  of  America  have  found  the  way  out  of  former 
perplexities  and  difficulties  by  a  sweeping  process  of  simplification. 
We  may  take  the  new  Dayton  city  government  as  a  type. 

When  the  voter  starts  to  form  his  government  he  casts  his 
ballot  not  as  the  denizen  of  an  artificial  geographical  section  of  the 
city.  He  is  expected  to  act  as  a  citizen  of  the  community  as  a 
whole  and  the  ballot  affords  no  encouragement  for  his  being  any- 
thing else. 

When  he  places  his  cross  opposite  the  name  of  a  candidate  he 
is  not  forced  to  bring  to  mind  the  state  of  the  wheat  crop  in  Kansas 
or  the  policy  of  the  Democratic  administration  in  Mexican  affairs. 
It  is  a  straight,  unconfused  local  issue  which  is  put  before  him. 

On  his  ballot  are  the  names  of  none  but  candidates  for  le^s- 
lative  or  law-making  offices — and  only  one  set  of  these,  all  of  equal 
rank  and  importance.  He  must  think  of  his  candidates  not  in 
terms  of  their  executive  or  professional  ability,  but  simply  as  to  the 
degree  in  which  they  represent  his  general  point  of  view  on  city 
affairs. 

In  voting  for  his  candidates,  since  he  votes  for  a  group,  it  is 
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practically  imposable  for  him  to  vote  against  anyone.  He  must 
vote  for  somebody.  So  that  there  would  he,  no  particular  point  in 
any  candidate  going  about  and  throwing  up  a  lot  of  dust  in  the 
eyes  of  the  people  by  abusing  someone  else  on  the  ticket  and  neg- 
lecting the  vital  question  at  issue. 

Likewise,  the  whole  body  of  voters  are  able  to  watch  a  single 
group  of  men  at  the  city  hall  and  know  that  by  doing  so  they  control 
the  source  of  power,  policy  and  activity  all  the  way  down  the  ad- 
ministration to  the  last  office  boy.  They  do  not  have  to  watch  the 
city  legislatures,  plus  a  mayor,  plus  a  number  of  independent  elective 
administrative  officers.  There  is  one  source  of  power  and  not 
half  a  dozen. 

Legislature  Has  Real  Responsibility 

And  when  the  council  gets  down  to  work  the  citizen  knows 
that  what  he  sees  in  the  open  council  meeting  is  real  business  and 
not  a  lot  of  fake  motions  calculated  and  designed  to  fool  him. 

The  council  has  been  divested  of  the  care  over  the  details  of 
administration  and  it  is  able  to  devote  itself  exclusively  to  the  one 
purpose  for  which  it  has  been  chosen,  the  framing  of  policies.  It 
miakes  only  one  appointment.  There  is  no  material  for  trades  and 
deals.  Its  members  do  not  attempt  to  act  as  heads  of  administra- 
tive departments. 

On  the  executive  side,  the  issue  is  equally  simple.  In  the  first 
place,  the  executive  (city  manager)  is  not  selected  for  his  oratory  or 
for  his  wire-pulling  proclivities.  The  only  issue  in  his  selection  is 
his  ability  to  fill  a  post  whose  duties  are  well  defined. 

As  it  is  not  his  business  to  decide  what  the  city  shall  do  but 
only  to  execute  orders  and  to  make  suggestions  of  policies,  he  is  not 
chosen  by  the  people  but  by  the  governing  body,  which  in  its  turn 
is  responsible  to  the  people  for  getting  its  orders  enforced. 

A  Responsible  Executive 

And  having  been  appointed  to  do  executive  work  he  (the  city 
manager)  is  given  control  over  the  tools  with  which  to  execute  the 
job.  He  does  not  select  his  commissioner  of  public  works  or  com- 
missioner of  finance  from  a  list  of  men  who  have  friends  on  the  coun- 
cil or  who  have  shown  a  particular  unfitness  for  their  duties,  but 
from  the  men  who  are  particularly  qualified  in  the  special  lines. 
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The  city  manager  also  formulates  the  budget  and  he  is  the 
appropriate  person  to  do  it  since  he  knows  the  financial  needs  of 
the  city  as  no  mere  fraction  of  the  council  can.  Since  he  repre- 
sents the  interests  of  the  whole  city  and  all  the  departments,  he 
can  view  every  request  for  appropriations  in  its  relation  to  every 
other.  But  the  city  manager  only  recommends  and  suggests  and 
the  power  of  the  purse  is  retained  in  the  elective  body  where  it 
belongs. 

The  responsibility  of  the  executive,  moreover,  is  facilitated  by 
the  ''merit  system,"  which  enables  him  to  sift  the  qualifications  of 
candidates  for  administrative  oflSce,  relieves  him  of  the  burden  of 
the  detail  of  selection  and  leaves  him  free  to  plan  and  execute  the 
policies  laid  down  for  him  by  the  city's  governing  body. 

And  so  we  have  in  Dayton  and  the  other  thirty  or  forty  odd 
cities  that  are  organized  on  the  same  plan,  a  complete  disentangle- 
ment of  the  lines  of  responsibility.  This  is  a  process  of  making  the 
citizens  as  well  as  the  officers  responsible.  There  is  a  complete 
clearing  up  of  the  issues,  political,  executive  and  administrative. 

We  therefore  seem  to  have,  in  the  example  of  city  governments 
of  the  city-manager  type  (and  to  a  less  degree  in  the  older  commis- 
sion government  type),  a  suggestive  program  of  constructive  sim- 
plification for  every  unit  of  government.  These  cities  have  stand- 
ardized the  principle  of  responsibility  as  the  key  to  the  representa- 
tive, responsible,  efficient  administration  of  public  affairs. 
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MoROAK,  Dick  T.    Land  Credits:  A  Plea  for  the  American  Farmer.    Pp.  ^vi 
299.    Price,  $1.60.     New  York:  Thomaa  Y.  Crowell  Company,  1916.  ' 

To  the  economist  this  book  is  more  interesting  as  a  specimen  of  the  ideas 
underlying  radical  southwestern  agrarianism  than  as  a  contribution  to  knowl- 
edge. It  is  the  result  of  some  nine  months'  work  by  an  Oklahoma  congressman" 
fired  with  desire  to  relieve  the  oppressed  American  farmer— his  constituents—from 
discriminatory  interest  rates.  , 

The  author  starts  with  the  thesis  that  lack  of  cheap  credit,  attended  by  dis- 
crimination by  existing  financial  agencies  against  farmers,  is  the  chief  cause  of 
the  farmer's  difficulties.  He  examines  European  policies  briefly  to  find  what 
they  have  in  common,  and  stresses  two  points:  long  time  and  absolute  security 
(the  latter  often  associated  with  government  aid) .  He  next  presents  an  interesting 
legislative  history  of  the  various  land-credit  bills,  and  urges  objections  to  the  follow- 
ing provisions  of  the  three  "officially  endorsed"  bills:  private  corporations,  ex- 
pense of  administration,  inefficiency  (due  to  lack  of  concentration),  no  hard'and 
fast  regulation  of  the  interest  rate,  no  government  aid  to  make  bonds  secure. 
The  bulk  of  the  book— chapters  V  to  XII— deals  with  these  objections,  the  largest 
share  of  attention  being  given  to  government  aid  (82  pp.). 

The  author  himself  favors  (1)  centralization  in  one  powerful  federal  organiza- 
tion; (2)  a  uniform  marinonm  of  6  per  cent  on  loans;  (3)  a  government  guarantee 
of  bonds,  or,  if  that  be  impossible,  a  contribution  to  a  large  reserve  fund. 

A  fundamental  error  is  the  failure  to  appreciate  the  reasons  for  the  existence 
of  different  rates  of  interest  in  different  regions. 

Lewis  H.  Hanbt. 
University  oj  Texas. 

COMMERCE  AND  TRANSPORTATION 

r>XTKBAR,  Sbymotjb.     A  Etstory  of  Travel  in  America.     (4  vols.)  Pp    li,  1629. 
Price,  $10.00.     Indianapolis:  Bobbs-Merrill  Company,  1915. 

The  scope  of  this  work  is  broader  than  is  indicated  in  its  title.  It  is  a  his- 
tory of  the  development  of  facilities  for  transportation  and  their  introduction 
and  use  in  the  United  States.  While  of  special  interest  to  students  of  transpor- 
tation  the  work  is  also  of  very  great  value  to  aU  who  are  interested  in  the  story 
of  the  social  and  commercial  development  of  America,  particularly  as  that  de-* 
velopment  has  been  the  result  of  the  increase  in  facilities  for  travel  and  trade. 

The  method  of  presenting  the  subject  is  fortunate  in  that  it  appeals  not  only 
to  the  trained  scholar  but  to  the  general  reader.  As  stated  in  the  preface  "the 
sources  for  the  text  have  been  files  of  early  newspapers;  various  collections  of 
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manuscripts  and  documents  in. libraries,  historical  societies  and  elsewhere;  dia- 
ries, letters  and  printed  chronicles  of  pioneers;  narratives  in  state  and  local  hiBto- 
ries."  Carried  through  the  volumes  are  some  four  hundred  illustrations  ^which 
in  themselves  are  a  pictorial  record  of  the  entire  period  covered  by  the  text. 
These  appropriately  begin  with  the  fashioning  of  a  dugout  and  a  pioneer  carry- 
ing his  family  in  a  log  canoe,  and  end  with  the  flight  of  an  aviator,  June  13,  1910, 
from  New  York  City  to  Philadelphia,  overtaking  a  railroad  train  running  at 
fifty  miles  an  hour.  In  the  choice  of  pictures  as  well  as  in  the  selection  of  illus- 
trative stories  or  anecdotes  from  personal  narratives,  the  author  has  shown  dis- 
criminating taste,  and  the  result  is  entirely  pleasing. 

The  reader  will  be  interested  in  the  description  of  the  wastefulness  of  the 
methods  employed  in  the  early  da3rs  by  those  who  were  attempting  to  solve  the 
pressing  problems  of  transportation.  The  reason  for  the  methods,  ho^wever,  is 
apparent  and  the  waste  was  inevitable.  It  was  a  period  of  experiments  and  make- 
shifts. Much  of  the  loss  was  due  to  the  inevitable  discarding  of  one  instrument 
for  a  better  one,  as  when  the  wagon  gave  way  to  the  canal,  and  the  canal  to  the 
railroad.  Some  of  the  loss,  however,  was  unnecessary,  the  result  of  a  short- 
sighted policy  on  the  part  of  those  who  attempted  to  add  to  their  o^wn  profits 
by  the  destruction  of  their  rivals.  Of  one  phase  of  this  the  author  observes, 
"The  fight  by  which  the  railroad  overwhelmed  the  canals  and  destroyed  many 
of  them,  instead  of  recognizing  the  ultimate  value  of  the  two  highways  to  each 
other,  was  one  outcome  of  the  jealousy  and  shortsightedness  engendered  by 
those  conditions  imder  which  the  modem  era  in  transportation  began.  So,  also, 
was  the  similar  hostility  manifested  for  a  time  by  the  railroads — though  less 
openly — to  the  improvement  of  wagon  roads  and  to  river  traffic.  Today  many  of 
the  railways  are  systematically,  and  at  large  monetary  cost,  educating  the  people 
in  the  value  of  better  wagon  roads  and  are  even  beginning  to  suggest  the  resus- 
citation of  the  canal  system  and  its  extension,  after  the  method  used  in  France, 
in  those  parts  of  the  United  States  to  which  that  process  is  adaptable." 

In  the  main  Mr.  Dunbar's  work  is  a  natural,  orderly  and  well  balanced  ac- 
count of  his  subject.  He  strays  from  the  path,  however,  in  his  discussion  of  the 
relations  of  the  white  people  and  the  Indians.  His  departure  is  less  marked  in 
his  story  of  the  unfriendly  treatment  of  the  Indians  by  the  early  settlers  which 
resulted  in  the  long  confinement  of  the  whites  within  the  territory  east  of  the 
Alleghenies  and  in  greatly  restricting  travel  and  emigration  previous  to  the  time 
that  Boone  broke  throu^  the  barrier  and  led  a  band  of  settlers  to  the  neutral 
territory  of  Kentucky  by  way  of  his  Wilderness  road.  But  in  dealing  with  the 
removal  of  the  Indians  of  the  northwest  and  particularly  with  the  harsher  evic- 
tion of  the  wen  civilized  tribes  of  the  South,  the  author  consiunes  more  than  200 
pages.  Though  the  chapters  are  of  great  interest,  yet  his  explanation  that  "such 
were  the  methods  used  throughout  the  country — both  North  and  South,  for 
clearing  the  region  east  of  the  Mississippi  for  white  movement  and  do- 
minion, and  that  constitute  the  foundation  on  which  the  white  race  erected 
the  unparalleled  system  of  highways,  canals,  and  railroads,"  hardly  justifies  the 
detailed  account  of  Indian  history.  The  same  criticism  may  be  made  'with  re- 
spect to  the  story  of  the  expulsion  of  the  Mormons  from  Nauvoo. 

The  volumes  are  attractive  in  appearance  and  the  paper  and  press  work  are 
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88  of  every  school  a: 
T.  W.  Van  Mbtrb. 


exoellent.     The  history  is  worthy  of  a  place  on  the  shelves  of  every  school  anH 
public  library. 


Unw9r9ity  of  Pennsylnania. 

Hough,  B.  Olnbt.    Practical  Exporting.    Pp.623.    Price,  $4.00.    New  York- 
The  Johnston  Export  Publishing  Company,  1915. 

A  comprehensive  discussion  of  the  exporting  business  based  on  years  ofprac- 
tical  experience  of  the  author  as  salesman,  manufacturer  and  merchant.  It  ex- 
plains in  detail  all  the  steps  taken  in  marketing  goods  in  foreign  countries:  selling, 
preparation  for  shipment,  transportation,  financing  and  insurance.  The  rapid 
increase  in  the  quantity  and  variety  of  the  exports  of  the  United  States  has  created 
a  wide  demand  for  a  book  of  this  character,  and  business  men  will  undoubtedly 
welcome  such  an  authoritative  and  admirably  constructed  work. 

T.  W.  V.  M. 

Sharfman,  I.  Leo.     RaUway  Regidation,    Pp.  vi,  230.    Price,  $2.00.    Chicago: 
LaSalle  Extension  University,  1915. 

This  volume  is  a  well-balanced  and  clear  statement  of  the  problem  of  railway 
regulation  in  the  United  States  and  an  account  of  the  efforts  which  have  been 
made  both  by  the  states  and  by  the  federal  government  to  solve  the  problem. 
References  to  decisions  of  courts  and  commissions  are  given  throughout  the 
text,  and  a  short  but  well  chosen  bibliography  is  appended. 

T.  W.  V.  M. 

LABOR  PROBLEMS 

Henrt,  Alice.     The  Trade  Union  Woman.    Pp.  xxiv,  314.    Price,  $1.50.    New 
York:  D.  Appleton  and  Company,  1915. 

The  chief  merit  of  Miss  Henry's  little  book  is  the  vision  which  it  gives  to  the 
reader  of  the  interrelationship  and  the  social  significance  of  the  various  efforts  of 
woman  along  lines  of  concerted  action.  The  economic  forces  which  have  thrust 
woman  into  industry  are  gradually  teaching  her  the  necessity  for  cooperation. 
The  two  chief  manifestations  of  this  collective  activity  on  the  part  of  the  working 
woman  are  to  be  seen  in  the  struggle  for  economic  betterment,  the  trade  union 
movement,  and  in  the  struggle  for  the  tool  of  political  power,  the  ballot.  The 
result  of  the  trade  union  movement  has  been  a  linking  up  of  the  interests  of  the 
working  woman  with  those  of  her  working  brother;  the  result  of  the  effort  to  gain 
the  ballot  has  been  the  realization  of  a  common  sisterhood  among  women  of  all 
classes. 

Four  of  the  thirteen  chapters  of  the  book  deal  with  the  historical  development 
of  trade  unions  among  women  from  the  beginnings  in  1825  to  date.    TYie  xeoiMi- 
ing  chapters  are  given  up  to  specific  problems,  such  as  The  lmxmgra3i\.N^oTn«Jv 
and  Organization,  Women  and  the  Vocations,  The  Working  Woman  andMaxria«P> 
The  Working  Woman  and  the  Vote. 

The  author  pleads  for  technical  education  for  the  working-&rl.    "It  iB  poor 
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policy  and  worse  economy  to  argue  that  because  a  girl  may  be  but  a  few  yean  a 
wage-earner,  it  is  therefore  not  worth  while  to  make  of  her  an  efficient,  capable 
wage-earner"  (p.  186).  Moreover,  the  working  woman's  life  today  is  separated 
into  three  dislocated  stages,  and  our  educational  system  makes  no  attempt  to 
bridge  the  gape.  Childhood,  girlhood,  and  womanhood  are  unrelated,  and  "at 
no  time  is  any  intelligent  preparation  made  either  for  a  wage-earning  or  a  domeatic 
career"  (p.  222). 

The  style  of  the  book  is  popular,  in  conformity  with  the  author's  purpose  of 
supplying  answers  in  convenient  form  to  questions  that  are  constantly  being  asked. 
The  book  is  admirably  fitted  to  give  to  the  general  reader  a  sympathetic  realiza- 
tion of  the  significance  to  the  working  woman  of  industrial  legislation,  judicial 
decisions,  the  right  to  organize,  and  the  right  to  vote.  The  student,  as  weU  as 
the  general  reader,  will  be  grateful  for  this  concise  treatment  of  the  subject  of 
woman  and  organization,  though  he  will  regret  the  almost  total  lack  of  reference 
citations  in  the  book.  A  complete  bibliography  partially  compensates  for  this 
deficiency. 

Esther  L.  LtnTUB. 
Simmons  College, 

Husband,    Joseph.    America    at    Work.    Pp.    111.    Price,    $1.00.    Boston: 
Houghton,  Mifflin  Ck>mpany,  1915. 

Can  we  personify  material  facts  of  modem  industrial  society?  Must  we 
always  express  material  power  in  terms  of  horse  power,  or  material  bigness  in 
terms  of  feet,  or  material  amount  in  terms  of  bushels?  Can  we  not  better  con- 
vey our  sense  of  power,  of  bigness,  of  quantity,  by  personifjring  those  things, 
and  at  the  same  time,  prevent  the  endless  crush  of  facts  with  which  we  deal  from 
palling  on  our  enthusiasm  and  imagination?  Mr.  Husband,  in  this  little  book 
of  twelve  chapters,  has  selected  a  number  of  commonplace,  everyday  phases  of 
our  industrial  life  and  told  them  with  a  glamor  and  romance  that  makes  us  pic- 
ture anew  the  semaphore,  the  fire  damp,  or  the  factory. 

J.  H.  W. 

JoHNSBN,  JxTLiA  E.  (Compiled  by).     UnemploymerU,    Pp.  xl,  242.    Price,  $1.00. 
New  York:  The  H.  W.  Wilson  Company,  1915. 

Anyone  who  has  taken  up  the  study  of  unemployment  appreciates  how 
difficult  it  is  to  get  in  touch  with  the  best  modem  thought  about  unemployment. 
Miss  Johnsen  has  made  a  really  valuable  contribution,  not  only  to  debaters  but 
also  to  any  student  of  unempbyment,  in  bringing  together  these  oarefuUy  selected 
readings. 

The  first  part  of  the  book  oonsuBts  of  a  brief  both  for  and  against  a  "^^M>nal 
system  of  public  labor  exchanges  and  an  extensive  bibliography,  which  ia  par- 
ticularly complete  in  its  references  to  labor  exchanges  and  public  woik.  The 
main  portion  of  the  book  consists  of  selected  readings  on  unemployment. 

Miss  Johnsen  may  be  criticised,  along  with  most  other  students  of  unemploy- 
ment, in  that  she  has  not  given  sufficient  attention  io  the  articles  dealing  with 
the  steadying  of  employment  by  employers. 

J.  H.  W. 
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Haig,  Robxbt  M.  The  Exemption  of  Improvements  from  Taxation  in  Canada  and 
the  United  States.  Pp.  291.  New  York:  Publiahed  by  the  Committee  on 
Taxation,  1915. 

Poor,  Louis  F.    The  Taxation  cf  Land  Valties.     (Fifth  Edition.)    Pp.  179. 
Price,  $1.00.    Indianapolis:  Bobbe-Merrill  Company,  1915. 

Dr.  Hai^B  timely  study  is  an  important  contribution  to  the  literature  on 
taxation  of  land  and  improvements.  It  is  the  first  (and  the  more  valuable)  of  two 
reports  *  which  he  has  prepared  for  the  Committee  on  Taxation  of  New  York 
City,  and  presents  the  results  of  a  field  investigation  carried  on  in  the  summer  of 
1914.  The  report  is  divided  into  two  parts.  Part  One  (pp.  11-268)  is  "an  effort 
to  state  concisely  all  the  available  facts  which  may  aid  in  understanding  the 
system  of  taxation  in  force  in  the  various  cities  or  throw  light  upon  its  effects." 
The  experience  of  cities  of  the  United  States  with  exemption  of  improvements 
calls  for  but  brief  treatment  (pp.  241-68),  this  being  mainly  a  consideration  of . 
Tax  Commissioner  Pastoriza's  extra-legal  actions  in  Houston,  Texas,  in  under- 
assessing  improvements  and  personal  property  (which  the  courts  forbade  in  March, 
1915).  But  in  the  Canadian  provinces  of  Saskatchewan,  Alberta  and  British 
Columbia,  practically  all  tho  mimicipahties  tax  improvements  at  a  lower  rate 
than  land,  and  many,  including  the  cities  of  Vancouver,  Victoria  and  Edmonton, 
do  not  tax  them  at  all;  also  there  are  special  provincial  land  taxes.  Dr.  Haig  has' 
aimed  to  show  the  place  of  these  land  taxes  in  the  scheme  of  provincial  and  local 
finance,  and,  as  a  result,  his  report  is  a  valuable  compendium  of  the  fiscal  systems 
of  the  Canadian  West. 

Part  Two  (pp.  261-80)  is  entitled  Oeneralizatuma  and  Condueione.  The 
more  important  of  these  may  be  summarized  as  follows.  Exemption  of  im- 
provements in  western  Canada,  though  ''not  the  primary  cause  of  building  activ- 
ity'' (p.  270),  has  stimulated  it;  indeed,  real  estate  men  have  favored  the  policy 
because  "they  are  eager  to  encourage  anything  which  promises  to  assist  in  in- 
creasing land  values  and  nothing  seems  to  be  more  effective  for  this  purpose  than 
the  rapid  construction  of  buildings"  (pp.  276-76).  Land  speculation  has  not 
been  hindered  greatly  in  the  larger  cities  because  of  the  low  tax  rates,  but  it  has 
become  profitless  in  some  of  the  smaller  towns,  where  tax  rates  have  been  high. 
The  land  taxes  have  not  been  adequate  revenue  producers  under  all  circimistances; 
in  some  Alberta  towns  rates  as  high  as  Si  per  cent  were  found  necessary  (p.  142), 
with  over-assessment  of  land  as  an  alternative.  The  steps  toward  exemption 
were  free  from  imdesirable  results  only  when  land  values  were  increasing  so  rapidly 
that  neither  a  lessening  of  the  tax  base  nor  an  increase  in  the  rate  was  involved. 
The  effects  of  exemption  upon  general  prosperity  cannot  be  isolated  because  of 
the  complexity  of  economic  forces,  and  because  nearly  all  the  cities  possess  ''ex- 
clusive characteristics  of  greater  importance  than  their  tax  systems''  (p.  2^V 
Finally,  it  is  significant  that  "the  Canadian  experiments  have  been  con&neA. \« 
young  cities"  (p.  280). 

»Tbe  thle  ol  the  other  report  ia.  Soma  Probttbl*  Effects  of  the  Exemption  of  ^^t^^^?^^« 
from  TiuMtion  In  the  City  of  New  York  (pp.  254).  Both  reports  were  preeented  in  the  tan  o 
1915. 
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Mr.  Poet's  book  Is  the  fifth  edition,  but  slightly  revised,  of  a  woric  which 
ranks  as  one  of  the  strongest  presentations  of  the  single  tax  argument.  Mr. 
Post  was  one  of  the  earliest  of  Henry  George's  converts  and  was  intimately  asso- 
ciated with  him  for  many  years,  hence  he  is  able  to  speak  with  authority  on  the 
subject  of  the*single  tax.  Here  Mr.  Post  treats  exclusive  land  value  taxation  (1) 
as  a  tax  reform,  and  (2)  as  an  industrial  reform.  The  argument  is  the  familiar 
single  tax  argument,  with  particular  stress  upon  two  ideas:  that  land  taxes  con- 
form to  the  benefit  principle,  which  is  the  true  principle  of  justice  in  taxation;  and 
that  no  permanent  amelioration  in  economic  conditions  can  take  place  until 
society,  rather  than  private  individuals,  receives  the  income  from  land,  the  source 
from  which  labor  produces  wealth. 

The  book  is  divided  into  three  parts:  the  argument  proper  (pp.  1-53) ;  "An- 
swers to  Typical  Questions''  regarding  the  single  tax  (pp.  54-^1) ;  and  ''Explana- 
tory and  Illustrative  Notes"  (pp.  85-179).  Some  of  the  material  in  the  latter 
part  is  so  important  that  it  might  better  have  been  incorporated  in  the  argument 
proper. 

Abthub  N.  Young. 
Princeton  Unwenity, 

SOCIOLOGY  AND  SOCIAL  PROBLEMS 

CoNKLiN,  Edwin  G.    Heredity  and  Ewrironmenl.    Pp.  xiv,  533.    Price,  $2.00. 
Princeton:  Princeton  Uniyersity  PresSi  1915. 

For  many  years  it  has  been  my  custom  to  begin  a  course  on  social  institutions 
by  a  brief  survey  of  the  concept  of  evolution  and  a  sketch  of  modem  biology. 
It  often  has  been  difficult  to  find  books  for  collateral  reading  which  would  cover 
in  broad  and  suggestive  fashion  this  field,  and  yet  not  be  too  technical  for  non- 
biologists.  For  this  purpose  I  have  foimd  Dr.  Ck)nklin's  book  of  great  vahie. 
His  discussion  is  thorough  and  accurate,  yet  is  popular  in  style.  He  does  not 
ignore  disputed  points,  neither  does  he  dwell  on  them  to  the  confusion  of  the 
reader.    The  many  illustrations  are  well  chosen. 

In  reality  the  author  has  given  us  a  study  of  heredity  with  special  reference 
to  man.  The  volimie  is  divided  into  six  chapters.  The  first,  Facts  and  Factors 
of  Development,  describes  the  growth  of  the  organism  from  the  egg  to  maturity, 
including  the  development  of  the  mind,  and  a  survey  of  the  theories  of  the  causes 
of  such  growth.  In  the  second  chapter.  Cellular  Basis  of  Heredity  and  Develop- 
ment, we  are  given  a  very  complete  r^sum^  of  what  is  now  known  about  the  cell 
and  the  mechanism  of  heredity.  The  third  chapter,  Phenomena  of  Inheritance, 
describes  the  inherited  resemblances  and  differences,  the  statistical  and  the  exper- 
imental methods  of  stud3ring  inheritance  and  gives  an  excellent  account  of  Men- 
delianism.  Beginning  with  chapter  four,  Influence  of  Environment,  we  enter 
the  vexed  field  of  the  interaction  of  internal  and  external  elements.  Without 
taking  a  dogmatic  position,  the  author  outlines  the  questions  involved  and  shows 
what  is  now  known  as  to  the  power  of  external  stimulants  to  cause  changes.  He 
makes  clear  that  normal  growth  must  take  place  under  favorable  conditions  and 
is  thus  able  to  emphasize  the  necessity  of  Euthenics  in  social  life.    In  chapter 
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^'^^  The  Control  of  Heredity:  Eugenics,  is  treated.  We  are  shown  that  artificial 
selection  in  animal  breeding  has  prodtuxd  nothing  but  has  merely  made  new  com- 
binations of  elements  thought  desirable.  There  has  been  in  historic  times  no 
improvement  in  human  heredity  and  there  is  no  likelihood  that  any  program  of 
eugenics  wiU  greatly  change  the  situation.  Nevertheless  negative  eugenics,  the 
prevention  of  the  reproduction  of  the  defective  is  to  be  commended. 

The  title  of  the  last  chapter  is  Genetics  and  Ethics.    In  this  we  have  a  burvey 

of  the  attempts  to  explain  human  conduct,  a  discussion  of  fatalism,  free-will,  y 

determinism,  etc.    Professor  Conklin  believes  that  with  the  evolution  of  the  I /: 

higher  centers  there  has  come  increasing  freedom  in  the  sense  at  least  of  power  of  \\\ 

inhibiting  reaction  to  stimuli.     Man  is  freer  than  other  animals.    Normal  men 

may  respond  to  higher  stimuli  than  animals,  stimuli  social  in  origin  and  nature, 

not  chemical  and  physical.     Hence  comes  responsibility.    In  this  response  to 

social  stimuli  men  are  not  equal  and  the  inequality  is  in  part  due  to  differences  of 

heredity,  in  part  to  differences  of  life-     Hence  society  has  many  duties  to  the 

individual.    The  present  civilization  is  not  the  highest  to  which  we  may  attain, 

nor  are  we  as  individuals  as  highly  developed  as  might  be. 

This  brief  sketch  indicates  the  general  ground  covered  by  the  author.    In 

my  opinion  he  has  given  us  a  timely  and  valuable  book  which  will  be  of  greatest 

value  to  those  who  want  to  know  what  modem  biology  has  accomplished  and  what 

its  problems  are,  particularly  those  which  relate  to  human  development. 

Carl  Kelset. 
University  of  Pennsylvania, 

Ho  ABE,  H.  J.    Old  Age  Pensions.    Pp.  id,  196.    Price  38.  6d.    London:  P.  S. 
King  and  Son,  1916. 

This  is  one  of  the  first  volumes  to  reach  America  which  gives  an  account  of 
the  actual  working  of  the  old  age  pension  system  adopted  in  England  in  1908. 
The  method  of  the  author  is  to  discuss  the  treatment  of  cases  of  applicants  shoyr- 
ing  the  interpretation  put  by  the  authorities  upon  the  questions  of  age,  residence 
and  nationahty,  income,  assistance  from  private  or  public  relief  agencies.  Though 
he  may  thereby  make  the  discussion  "practical  and  human,'*  as  he  claims,  he 
greatly  minimizes  its  value  for  the  foreigner  who  is  not  so  much  interested  in 
administrative  details  which  natinrally  turn  largely  on  purely  local  conditions. 
In  the  ninth  chapter  he  considers  the  statistics  and  shows  the  distribution  of 
pensioners  in  England,  Ireland  and  Scotland,  the  second  named  having  an  imdue 
percentage.  The  statistics  are  not  complete  and  the  author  says  it  is  impossible 
to  get  complete  retiuns  from  the  authorities.  On  the  whole,  he  is  much  pleasftd 
with  the  results  of  the  system.  Though  he  sees  occasional  in^usticea  Yie  \*\sas:^ 
these  may  be  easily  remedied,  and  in  the  last  chapter  he  makes  a  iew  sugg^tions 
as  to  changes. 

O.K. 

Hurry,  J.  B.     Vicious  Circles  in  Sociology  and  their  Treatment,    Pp.  34.     Price, 

80  cents.     Philadelphia:  F.  BlaJdston's  Son  and  Company,  1915. 

Barring  the  "vicious"  use  of  the  term  Sociology  in  which  the  author  hope- 
lessly confuses  Sociology  which  Social  Pathology,  he  has  given  us  a  very  suggestive 
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little  monograph,  showizig  how  causes  produce  results  which  in  turn  become 
causes  ad,  inf,  'Tor  example,  poverty  often  leads  to  insufficient  nourishment, 
to  malnutrition,  to  impaired  physical  and  mental  vigor,  to  diminished  earning 
power  and  thus  to  a  perpetuation  and  aggravation  of  poverty." 

A  large  number  of  such  ''vicious  circles"  are  presented.  The  remedy  lies 
in  our  ability  "  to  effect  a  breach  at  the  point  of  least  resistance,  thus  averting  the 
ordinary  sequence."  This  is  the  task  of  the  social  "physician/'  however,  and 
not  that  of  the  sociologist. 

J.  P.  L. 

Jacobi,  Mart  Putnam.  "Common  Sens^*  Applied  to  Woman  Suffrage.  (Second 
Edition.)  Pp.  xv,  236.  Price,  ll.Oa  New  York:  G.  P.  Putnam's  Sons, 
1915. 

At  the  New  York  State  Constitutional  Convention  of  1894,  Mary  Putnam 
Jacobi,  one  of  the  first  woman  physicians  in  the  world,  deb'vered  a  powerful  address 
for  the  enfranchisement  of  the  women  of  the  state.  This  address,  in  ei^anded 
form,  we  find  in  the  book,  Common  Sense  Applied  to  Woman  Suffrage. 

The  protest  against  political  inequality  of  women  first  arose  when  women 
abolitionists  were  forbidden  to  speak  in  public  for  the  freedom  of  the  slave.  Since 
that  time  the  revolution  in  the  industrial,  educational  and  governmental  i>oBition 
of  women  has  removed  the  suffrage  argument  from  the  realms  of  abstract  theory, 
and  has  made  it  a  question  of  practical  politics.  After  considering  the  argu- 
ments against  the  enfranchisement  of  women.  Dr.  Jacobi  points  out  the  benefits 
of  such  a  step — these  being  (1)  the  psychological  effect  upon  the  women  them- 
selves, through  giving  them  a  consciousness  of  power,  and  (2)  the  uplifting  effect 
upon  the  government  as  a  whole  through  the  liberation  of  the  practical  social 
enthusiasm  characteristic  of  i^omen. 

Although  twenty-two  years  have  elapsed  since  Dr.  Jacobi  presented  this 
address,  the  abstract  rights  of  the  matter  as  she  gave^them  are  as  pertinent  and 
all-inclusive  today  as  they  were  at  that  time.  The  book  is  well  worth  reading, 
for  it  gives  a  masterly  argument  for  the  ever-advancing  cause  of  woman  suffrage. 

J.  M. 

Schaeffer,  Henrt.  The  Social  Legislation  of  the  Primitive  Semitee,  Pp.  xiv, 
245.    Price,  $2.36.    New  Haven:  Yale  University  Press,  1915. 

A  somewhat  more  appropriate  title  for  this  volume  would  have  been  Property 
Rights  among  the  Primitive  Semites.  Social  legislation  as  such  is  scarcely  re- 
ferred to.  On  the  real  subject  of  the  thesis  the  author  has  done  a  valuable  piece 
of  work  and  has  made  a  real  contribution  to  economic  and  social  literature.  He 
has  compiled  existing  information  from  widely  scattered  sources  on  the  subjects  of 
slavery,  interest,  security,  land  tenure  and  kindred  topics  among  the  ancient 
Hebrews,  Babylonians  and  Arabians.  Incidental  to  the  purpose  of  the  book  he 
has  discussed  the  metronymic  and  patronymic  types  of  the  family,  the  principle 
of  agnation  and  the  duties  and  responsibilities  of  the  next  of  kin.  The  only  social 
contribution  made  by  the  book  is  a  generalisation  not  even  made  by  the  author 
but  one  which  arises  out  of  the  comparative  studies,  viz.,  that  social  customs  and 
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institutions  among  different  peoples  assume  common  forms  under  like  environ- 
mental conditions. 

J.  P.  L. 

Wald,  Lillian  D.     The  House  on  Henry  Street.    Pp.  xii,  317.    New  York: 
Henry  Holt  and  Company,  1916. 

In  as  significant  a  contribution  to  the  literature  of  the  settlement  movement 

as  Miss  Addams'  similar  work,  TwerUy  Years  at  HuU  Houses  another  leading 

woman  of  America  has  told  the*  absorbing  annals  of  T/ifi  H(m«e  on  Hcnrj/ 5(rec(.  \' 

The  author  lays  no  claim  to  any  theoretic  interpretation  of  industrial  society. 

There  is  lacking,  perhaps,  the  sympathetic  comprehension  of  modem  life,  the 

yearning  idealism  of  the  well-loved  writer  of  the  earlier  settlement  story.    Yet  the 

successful  executive,  as  she  comes  to  write,  puts  many  a  literary  artist  to  shame 

by  virtue  of  the  vividness  of  her  experiences  and  the  lucid  directness  of  the  telling. 

There  ia  here  in  thia  book  the  calm  understanding,  the  tempered  practicaUty  of 
an  enei^getio  mind  set  to  the  solving  of  definite  problems,  to  liie  hi^  end  that  the 
means  of  fuller  life  be  provided  for  the  East  Side  multitude.  And  fuller  tribute 
might  be  paid  the  uniquely  intellectual  people,  so  responsive,  and  eager  for  self- 
help. 

Miss  Wald's  fascinating  human  document  gives  substantial  proof  of  the 
accomplishment  of  the  settlement  in  economic  and  social  reform.  Like  Miss 
Addams,  she  has  never  been  content  with  the  idea  of  the  settlement  as  a  neigh- 
borhood house,  a  center  of  sweetness  and  light  in  the  dreary  tenement  waste. 
Naturally,  there  is  the  splendid  record  of  the  work  of  clubs  and  classes,  educational 
and  dramatic  organizations,  siunmer  homes  and  camps,  made  possible  by  the  devo- 
tion of  Miss  Wald's  supporters  and  helpers,  who  have  spared  no  expenditure  of 
wealth  and  pecoonsA  service;  and  the  precious  end  has  been  the  safeguarding  and 

directing  ol  -youtli,  and  the  interpretation  of  America  to  the  adult  immigrant. 

But  Miss  Wald's  vision  has  been  wider.    She  has  ever  seen  the  larger  need 

of  socializing  the  adjustments  and  experiments  which  she  has  made,  the  immense 

gain  of  multiplying  her  achievement  by  enlisting  school  and  state  in  social  ser- 
vice.    For  instance,  the  Settlement  had  its  humble  beginning — Miss  Wald  tells 

us — in  the  desire  to  bring  nursing-care  to  the  poor;  this  practical  aim  gave  her 

service  the  assurance  of  immediate  civic  worth.    We  learn  how  the  way  was 

gradually  opened  for  the  incorporation  of  the  nursing  work  in  the  schools  of  the 

city,  effecting  an  epoch-making  itdvance  in  public  health  administration. 

So  The  Nurses  Settlement,  under  Miss  Wald,  became  the  center  of  move- 
ments which  fostered  the  extension  of  civic  functions  in  education  and  recreation. 

Her  vigorous  leadership  aided  the  organization  of  the  garment  trade  workers, 
especially  the  Jewish  girls,  and  helped  to  achieve  that  unique  experiment  in  indus- 
try, The  Joint  Board  of  Sanitary  Control.    Her  interest  extended  to  political 
reform  and  to  state  innovations  such  as  The  Factory  Investigating  Commission 
and  The  Bureau  of  Industry  and  Immigration,  which  sought  the  protection  of  the 
woman-worker  and  the  immigrant.    The  establishment  of  the  Federal  Childrena' 
Bureau,  we  learn  was  in  no  small  measure  due  to  her  persistent  effort.     Bven 
a  cursory  perusal  of  the  book  cannot  but  impress  the  reader  with  the  record  of 
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social  achievement  by  The  House  on  Henry  Street,  a  record  of  which  both  Mias 
Wald  and  the  city  of  New  York  may  be  justly  proud. 

Francis  Tyson. 
Unwereity  of  Pittehurgh. 


POLITICAL  AND  GOVERNMENTAL  PROBLEMS 

Beman,  Lamar  T.  (Compiled  by).  Sdeded  Arlidee  on  ProMbiiion  of  the  Liquor 
Traffic.  Pp.  liv,  168.  Price,  $1.00.  White  Plains:  The  H.  W.  Wilson 
Company,  1915. 

Burgess,  John  W.  The  Reconciliation  of  Government  with  Liberty,  Pp.  xix,  394. 
Price,  $2.50.    New  York:  Charles  Scribner's  Sons,  1915. 

In  this  book  Professor  Burgess  considers  the  fundamental  problem  of  political 
science,  the  adjustment  of  authorit}'  and  freedom,  whose  extremes,  despotism 
and  anarchy  are  equally  imdesirable,  and  traces  throughout  the  historical  devel- 
opment of  the  state  the  various  methods  by  which  the  solution  of  this  problem 
has  been  attempted.  Asia,  which  contributed  the  world's  religions,  made  little 
contribution  to  politics,  the  Mohammedan  states,  which  contain  the  most 
promising  elements,  excluding  non-Mohammedans  from  equal  rights.  Traces 
of  legal  protection  for  individual  liberties  are  found  in  Greece  and  Rome,  the 
Ephors  and  Tribunes  acting  as  conservators  of  custom  against  arbitrary  goTem- 
mental  encroachment.  No  guarantee  of  personal  liberty  is  found  in  the  much- 
praised  system  of  the  early  Teutons.  Their  contribution  is  stated  to  be  along 
the  line  of  political  rights,  the  share  of  individuals  in  governing  authority. 

The  church  is  praised,  perhaps  imduly,  for  standing  throughout  the  greater 
part  of  history  as  the  protector  of  individual  rights,  although  the  fact  is  pointed 
out  that  the  church,  like  other  devices  which  at  first  served  to  check  the  govern- 
ment, later  became  a  part  of  the  government  and  thus  lost  its  original  function  of 
checking  arbitrary  authority.  The  Reformation,  favoring  monarchy  at  first,  as 
the  national  monarchs  assumed  church  headship,  later  helped  liberty  through  its 
philosophy  of  individualism.  On  the  other  hand,  the  spirit  of  the  Renaissance 
led  to  anarchy,  going  too  far  in  its  reaction  against  authority.  On  this  basis  a 
generalization  is  made  concerning  the  rational  nature  of  the  democratic  revolu- 
tions in  England  and  Germany,  imder  the  guidance  of  the  theory  of  Reformation 
freedom,  and  the  radical  revolutions  in  France  and  Italy  under  the  theory  of 
Renaissance  freedom.  The  outcome  of  these  revolutions,  the  supremacy  of  repre- 
sentative legislatures,  while  extending  political  rights  to  many,  left  the  govern- 
ment imchecked  and  supreme;  and  in  the  opinion  of  the  author  all-powerful 
legislatiu^s  are  potentially  more  dangerous  than  the  monarchs  which  they  dis- 
placed. 

The  great  danger,  therefore,  in  the  states  of  modem  Europe  is  the  legislature, 
especially  where  one  of  the  two  chambers  becomes  predominant.  This  breaks 
down  the  separation  of  powers  existing  in  bi-cameral  equality  and,  by  means  of 
the  Cabinet  system,  subordinates  the  executive  and  preventa  the  checks  and 
balances  which  indirectly  safeguard  liberty.    For  a  satisfactory  adjustment  of 
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authority  and  freedom,  the  author  demands  the  following  factors:  "the  organized 
continuing  sovereignty  back  of,  separate  from,  and  supreme  over  the  goveroment, 
the  full  declaration  of  the  constitutional  inmiunities  of  the  individual  against*  all 
governmental  power,  the  balance  of  the  governmental  machinery  in  so  far  as  to 
prevent  autocracy  on  the  one  side  or  parliamentary  absolutism  on  the  other,  and 
the  constitutional  judiciary,  permanent  and  non-political,  and  vested  with  the 
power  to  protect  the  individual  against  governmental  encroachments. "    Swit- 
zerland alone,  with  its  popular  referendum  on  constitutional  amendments,  properly 
distinguishes  between  state  and  government,  and  organizes  the  former  for  the 
guarantee  of  civil  rights.     In  South  America,  Argentina  alone  has  the  constitu- 
tional machinery  for  safeguarding  civil  freedom,  and  is  called  "the  light  and  hope 
of  South  America."     The  United  States,  while  falling  behind  Switzerland  in 
its  failure  to  provide  for  popular  constitution-amending,  is  otherwise  most  ad- 
vanced in  its  public  law.     Its  constitution  is  not  amended  by  the  ordinary  govern- 
ment, a  Bill  of  Rights  is  found  in  the  Constitution,  an  independent  judiciary  pro- 
tects individual  liberties,  and  extensive  checks  and  balances  prevent  the  undue 
strength  of  any  governmental  organ. 

Several  recent  tendencies  in  American  politics  give  the  author  much  con- 
cern and  seem  to  him  to  be  dangerous  encroachments  on  freedom.  Among  these 
are  the  decisions  of  the  Supreme  Court  in  the  Insular  Cases,  by  which  it  was 
reasoned  that  the  provisions  of  the  Constitution  do  not  extend  over  our  depend- 
encies, the  Income  Tax  amendment,  which  gives  Congress  a  dangerous  power  of 
unlimited  taxation,  the  initiative,  referendum,  and  recall,  which  seem  to  break 
down  the  author's  theory  of  a  sovereign  people  distinct  from  the  government, 
and  the  general  increase  of  paternalistic  governmental  activities. 

Whtte  this  book  is  a  valuable  and  suggestive  study,  one  cannot  but  resent 
the  author's  far-fetched  historical  interpretations,  and  especially  the  constant 
attention  to  the  formal  legal  organization  of  the  state  rather  than  to  the  way  in 
which  its  system  actually  works.     A  book  that  praises  the  civil  liberty  of  Bul- 
garia or  Venezuela  and  condenms  that  of  England,  because  of  the  nature  of  tech- 
nical constituUonalpTOvisions,  loses  mght  of  the  spirit  that  determines  the  actual 
nature  of  states.    TVxe  writer  also  disagrees  with  the  author  concerning  the  loca- 
tion of  sovereignty  and  has  never  been  able  to  find  any  sovereign  organized  behind 
the  government.     To  the  writer  the  organ  that  amends  the  constitution  is  always 
a  part  of  the  government,  and  nothing  more,  having  that  specific  function  to 
perform  and  no  further  power.    Sovereignty  is,  therefore,  exercised  by  all  the 
organs  that  share  in  expressing  the  state's  will,  including  electorate  and  Con- 
stitution-amending body,  and  no  organization  of  the  state  behind  the  government 
is  possible.    The  statement  that  the  organ  which  amends  the  constitution  should 
not  govern,  and  that  which  guarantees  civil  liberty  should  not  ordinarily  make  or 
administer  law  is,  however,  sound  political  science.    The  expression  "  two-thirds  " 
(p.  300)  should  obviously  read  "three-fourths." 

Raymond  G.  Gettell. 
Amherst  College, 
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CoKBB,  Francis  William.  Readings  in  PoliHcdl  PhUosaphy.  Pp.  xv,  573. 
Price,  $2.25.    New  York:   The  Maomillan  Company. 

This  book  gives  practically  600  pages  of  excerpts  from  the  readings  of  the 
following  political  theorists:  Plato,  Aristotle,  Polybius,  St.  Thomas  Aquinas, 
Dante,  MarsigUo,  Machiavelli,  Calvin,  Vindiclae  Contra  Tjnrannoe,  Bodin, 
Hooker,  Grotius,  Milton,  Hobbes,  Harrington,  Locke,  Montesquieu,  Rousseau, 
Paine,  and  Bentham.  The  excerpts  are  along  the  lines  on  which  governmental 
matters  have  been  traditionally  discussed.  In  a  brief  introductory  note  pre- 
ceding each  selection  Mr.  Coker  states  in  concise  form  the  leading  facts  as  to  the 
life  of  the  author  and  indicates  what  he  regards  as  the  author's  important  con- 
tributions to  the  development  of  political  theory.  Following  each  selection  is  a 
citation  of  works  in  which  the  author  and  his  theories  are  discussed.  These 
select  references  as  a  rule  are  well  chosen.  There  is  a  fair  ind^x.  In  his  general 
bibliography  the  author  gives  the  texts  and  editions  from  which  he  selected  the 
readings  and  a  list  o5  critical  and  historical  works. 

C.  L.  K. 

Gabbaud,  R.  Traits  ThSorique  et  Pratique  du  Droit  Pinal  Frangaia,  (2  vols.) 
Pp.  ii,  1664.  Price,  12  fr.  ea.  Paris:  Librairie  de  la  Soci^t^  du  Recueil 
Sirey. 

Hill,  David  Jatnb.  The  People's  Government.  Pp.  xiv,  286.  Price,  $1.25. 
New  York:   D.  Appleton  and  Company,  1915. 

"Beginning  with  the  state  as  the  embodiment  of  force, ''  the  author's  purpose, 
as  stated  by  himself,  is  to  ''trace  its  development  as  a  human  ideal.  Long  dom- 
inated by  law  regarded  as  a  sovereign  decree,  this  conception  has  been,  in  some 
parts  of  the  earth  at  least,  superseded  by  the  idea  of  law  as  a  mutual  obligation. 
We  shall  witness  the  apparition  of  a  wholly  new  phenomenon,  the  citizen — the 
self-conscious  and  responsible  constituent  of  the  state — ^no  longer  mutely  receiving 
conmiands  from  a  being  of  a  different  order,  to  whom  he  stands  in  the  relation  of 
a  subject;  but  as  law-maker,  himself  voluntarily  determining  the  limits  to  which 
law  may  extend,  and,  as  subject  to  law,  accepting  and  respecting  the  principles 
which  he  himself  has  adopted.  And  thus  we  shall  find,  it  is  hoped,  in  the  citizen 
the  solution  of  the  problem  of  human  government,  and  also  of  the  codrdination  of 
human  governments  in  the  world  organization  of  humanity;  for  human  rights  are 
not  the  gift  of  governments,  and  governments  need  to  be  so  organized  as  to  furnish 
a  complete  security  and  guarantee  for  human  rights.  Upon  this  basis,  and  upon 
this  basis  alone,  is  it  possible  for  all  governments  to  submit  their  own  conduct  also 
to  the  rule  of  law." 

As  historian  and  diplomat  Dr.  Hill  drew  upon  large  and  scholarly  resources 
for  the  illustration  of  these  theses.  His  style  is  clear  and  devoid  of  sensationalism, 
but  the  space  which  he  allotted  to  himself  permits  only  the  most  general  discus- 
sion of  many  controversial  points.  In  his  attitude  toward  our  recent  radicalism 
one  is  reminded  strongly  of  President  Nicholas  Murray  Butler's  Why  Should  We 
Change  Our  Form  of  Govemmentf  Social  justice  legislation  would  not  seem  to  be 
so  inherently  anti-constitutional  as  Dr.  Hill  assumes,  nor  does  his  characteriza- 
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tion  of  its  locates  (as  fojt^xample  on  p.  218)  impress  one  as  altogether  fair 
On  the  other  hand,  t£e  reader  finds  himself  devoutly  wishing  that  the  author 
might  expand  the  application  of  his  principles  to  international  relations  into  a 
volume  at  least  as  lai^  as  The  PeopWs  Government. 

R.  C.  B. 

H01.T,  lauciua  HuDsSii?  M  Introduction  to  the  Study  of  Government.  Pp,  x 
388.  Price,  12.00.  New  York:  The  Macmillan  Company,  1916. 
This  book  is  based  upon  literature  long  extant  and  contributes  no  particular 
pomt  of  view.  As  a  rule,  the  facts  submitted  are  accurate  but  the  conclusions 
and  judgment  throughout  the  text  are  uninformed  or  relatively  useless.  Thus 
the  author  states  that:  "The  constitutions  of  the  leading  states  in  the  world 
today  have  been  drawn  with  the  essential  truth  of  the  theory  of  the  separation  of 
powers  in  mind."  Again  on  this  same  page  (37) :  "Government  today  in  demo- 
cratic states,  whatever  its  historical  origin  may  have  been,  is  practically  a  mutual 
contract  between  the  people  and  their  governors,  and  exists  under  such  recog- 
nized conditions  that  poHtical  tyranny  has  become  an  anachronism."  The 
author  divides  the  fimctions  of  government  into  two  classes:  the  necessary  (or  es- 
sential) and  the  optional  (or  unessential).  Among  the  latter  are  included  public 
works,  public  education,  public  charity,  industrial  regulation  and  public  safety 
re^ilation.  There  are  three  necessary  functions  of  government:  financial,  civil 
and  military.  "The  military  fimction  of  the  government  was  the  original,  and 
IS  still  the  chief  function  of  the  government." 

C.  L.  K. 


MuNBO,  William  Bbnnbtt.  A  Bibliography  of  Municipal  GovemmerU  in  the 
United  States.  Pp.  xiii,  472.  Price,  $2.60.  Cambridge:  Harvard  Uni- 
versity Press,  1916. 

Dr.  Munro  has  made  every  student  of  municipal  government  his  debtor. 
For  many  years^the^lack  of  anything  approaching  an  adequate  bibUography  of 
municipal  aflfairs^hasboen  a  serious  handicap  to  the  systematic  study  of  munici- 
pal problems.    Since  the  publication  of  the  excellent  bibliugraphy  by  Professor 
Brooks  nineteen  years  ago,  a  great  mass  of  literature  relating  to  municipal  prog- 
ress has  appeared.     This  material  has  been  carefully  systematized  by  Professor  / 
Munro  and,  as  a  result,  students  of  municipal  affairs  are  now  in  possession  of  a           V^ 
bibliography  which  will  be  an  invaluable  aid  to  special  investigations.    Further^ 
more,  this  bibliography  will  be  of  very  great  service  to  the  average  citizen  interested 
in  municipal  aflfairs.     Whatever  may  be  the  subject  in  which  he  is  interested,  he 
will  have  ready  reference  to  the  most  valuable  and  trustworthy  material.    The 
author  has  shown  rare  judgment  in  discriminating  between  the  important  and 
the  unimportant  publications  relating  to  municipal  affaire.     This  work  should 
be  placwi  in  a  prominent  position  in  every  public  library  for  the  p\irpo8fe  ol  eXAmMr 
lating  citizen  inquiry  into  municipal  problems. 

L.  S.  R. 
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Stone,  Harlan  F.    Law  and  Its  AdminislraHon.     Pp.  vii,  2^.    Price,  $1.50. 
New  York:  Columbia  University  Press,  1916. 

It  is  a  hackneyed  formula  of  reviewers  to  state  that  a  book  ought  to  be  in 
the  hands  of  every  citizen  who  is  alive  to  the  duties  and  the  powers  of  his  citizen- 
ship, but  this  statement  so  well  applies  to  Dr.  Stone's  recent  work  that  one  can- 
not forbear  using  it.  Amidst  the  welter  of  new  works  devoted  to  current  prob- 
lems, most  of  which  either  aim  to  attract  attention  by  startling  the  reader  with 
sensational  views  or  else  display  a  narrow,  partisan  spirit  and  a  blind  passion  for 
some  pet  theory,  it  is  a  welcome  relief  to  find  in  Dr.  Stone's  wcnrk  a  sane,  impartial 
treatment  of  a  subject  which  is  usually  approached  with  prejudice  or  preposses- 
sion. 

The  eight  lectures  which  make  up  Dr.  Stone's  book  were  delivered  at  Colum- 
bia University.  They  are  written  in  an  easy,  flowing  style,  and  are  well  adapted 
to  the  ordinary  layman's  understanding.  Nevertheless,  they  deal  satisfactorily 
with  many  of  the  most  important  problems  in  the  administration  of  the  law,  ^J 
besides  giving  a  clear  general  outline  of  its  history.  It  requires  no  little  experi- 
ence and  ability  to  give  a  technical  subject  such  a  simple,  thorou^  presentation 
as  is  foimd  in  these  lectures. 

Many  false  notions  regarding  the  law  and  its  administration  ^viiich  have 
gained  currency  through  the  muck-raking  press  receive  a  calm,  well  reasoned 
refutation  in  Dr.  Stone's  work.  It  forms  a  notable  contribution  to  the  popular 
literature  on  the  subject. 

J.  J.  S. 

INTERNATIONAL  QUESTIONS 

Clapp,  Edwin  J.    EconamU  Aspects  of  the  War,    Pp.  xiv,  340.    Price,  $1.50. 
New  Haven:  Yale  University  Press,  1916. 

As  is  indicated  by  its  title,  this  volume  by  Professor  Clapp  of  New  York 
University  concerns  itself  solely  with  the  economic  phases  of  the  European  war. 
It  contains  a  forceful  statement. of  how  "the  international  lawlessness"  of  the 
belligerents  is  affecting  the  commerce  and  industry  of  the  United  States.  "From 
the  very  beginning  this  war  went  beyond  the  limit  of  military  and  naval  actions. 
It  became  an  'economic  war';  namely,  a  process  of  interrupting  the  flow  of  com- 
merce between  neutrals  and  belligerents  and  even  between  neutrals  themselves. 
The  purpose  was  to  deprive  the  interrupted  belligerents  of  necessities  of  mili-  / 
tary  material  and  civil  life  and  so  bring  upon  the  enemy  nation  'pressure'  suffi-  i 
cient  to  end  the  war." 

Professor  Clapp  shows  in  detail  how  the  international  rights  of  the  United 
States  have  been  repeatedly  violated  throughout  this  economic  warfare.  He 
outlines  categorically  how  the  various  orders  in  council  of  Great  Britain  gradually 
increased  the  list  of  self -defined  contraband  goods,  and  how  these  orders  as  well 
as  the  so-called  "blockade"  of  Germany  finally  ended  the  trade  between  the 
United  States  and  Germany  in  non-contraband  as  well  as  contraband  goods, 
and  also  interrupted  trade  between  the  United  States  and  the  neutral  cotmtries 
of  Eiu'ope.  He  bases  his  views  as  to  what  manner  of  trade  may  legally  be  con- 
ducted largely  upon  the  Declaration  of  London;  yet  much  of  the  evidence  pre- 
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seated  by  him  is  equally  effective  when  viewed  in  the  light  of  the  notes  of  protest 
which  the  State  Department  has  forwarded  to  the  British  government.    Since . 
August,  1915,  when  the  book  was  written,  other  occurrences  have  taken  place 
but  these  tend  to  strengthen  rather  than  to  weaken  the  story  of  economic  law- 
lessness which  began  early  in  the  war. 

The  book  contains  specific  chapters  on  the  various  orders  in  council  the 
Wilhelmina  case,  the  "blockade,"  trade  in  cotton,  copper  and  breadstufPs,  the 
practicability  of  starving  Germany,  and  the  import  and  export  situation.  The 
grouping  of  exports  into  eight  groups— (1)  munitions,  (2)  materials  for  making 
munitions,  (3)  war  suppHes,  (4)  textiles,  (6)  hides,  leather  and  footwear,  (6)  food- 
stuffs, (7)  forage,  and  (8)  all  other  exports — shows  in  an  effective  manner  how  the 
country's  increase  in  exports  during  the  first  part  of  the  war,  was  baaed  upon  a 
war  demand. 

The  remedy  which  is  suggested  by  the  author  is  the  effective  use  of  the  eco- 
nomic power  which  the  war  orders  of  the  belligerents  give  to  the  United  States. 
While  stating  that  "the  German  government  cannot  weU  call  upon  either  inter- 
national law  or  its  own  practices  to  contest  our  right  to  ship  arms  to  belligerent 
nations,"  he  regards  a  temporary  embargo  as  an  effective  remedy  for  the  manner 
in  which  the  economic  rights  of  the  United  States  have  been  systematically 
denied  by  Great  Britain.  ''Neither  Great  Britain  nor  any  other  nation  of  the 
world  could  blame  us  if  we  laid  an  embargo  upon  the  exportation  of  arms  for  the 
purpose  of  enforcing  our  right  to  trade  unhindered  with  Germany  and  the  neutral 
nations  of  Eiux>pe  in  all  but  contraband  (as  defined  in  a  reasonable  contraband 
list)  with  German  destination.  Our  rights  and  the  rights  of  neutral  nations  are 
that  international  law  be  observed,  international  law  as  codified  and  recognized 
by  civilized  people  in  the  Declaration  of  London.  Now  in  the  middle  of  the  con- 
flict there  is  no  time  to  frame  a  new  code.  The  Allies  have  placed  with  us  some- 
where between  $600,000,000  and  $1,000,000,000  of  arms  and  equipment  orders. 
That  is  the  precise  measure  of  the  power  which  we  have  over  them.  If  the  United 
States  had  set  out  in  October  to  secure  a  means  to  force  belligerents  to  return  to 
the  reahn  of  international  law  it  could  not  have  proceeded  more  wisely  than  to 
publish  its  Octbbeac  iSth  proclamation  assuring  this  country  and  others  of  the 
le^timacy  oi  our  arms  trade." 

Grovbr  G.  Hubbnbr. 
UnioersUy  cf  Fenri^yloania. 

Dawson,  WilUAM  H.    Municipal  Life  and  Oavemment  in  Oermany.    Pp.  xvi, 
507.     Price,  S3.75.    New  York:  Longmans,  Green  &  Company. 

"Germany  has  given  her  municipalities  that  freedom  of  life  and  action  that 
stamps  them  unmistakably  the  most  progressive  in  the  world.  Of  329  salaried 
officials  belonging  to  these  ranks  (mayors  and  salaried  members  of  the  mag- 
istracy) in  33  large  towns  of  Germany  in  1911,  235  were  jurists,  64  tech-  \/ 
nical  experts,  22  philologists,  3  doctors,  3  political  economists,  and  12 
other  men  with  some  other  special  training/'  The  caxises  of  the  type  of 
city  government  described  by  Mr.  Dawson  in  the  first  quotation  are  probably 
to  be  found  very  largely  in  the  second  quotation.    The  first  quotation  is  typi- 
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eal  of  the  spirit  and  sympathetic  criticism  with  which  this  able  EntfiRb  aathor 
has  examined  mimicipal  life  and  government  in  Germany;  the  second  is  typical 
of  the  care  with  which  he  has  done  his  work.  The  volume  redoimds  with  valu- 
able material,  interlocked  with  judgments  based  on  a  thoroughgoing  knowledge 
and  appreciation  of  municipal  institutions  in  Germany.  The  book  is  quite  up 
to  the  high  standards  set  by  the  author  in  his  Evolution  of  Modem  Germany, 

Within  the  pages  of  the  book  are  discussed  the  tradition  of  self-government, 
administrative  powers  of  the  city,  the  constitution  of  the  town  councilfi,  the 
distribution  of  administrative  powers,  town  planning,  housing  pohcies,  public, 
health,  trading  enterprises,  poor  relief,  social  welfare  work,  intellectual  life,  . 
municipal  finance,  mimicipal  income  and  expenditures  and  taxation,  with  a  final 
chapter  giving  a  siurvey  and  comparison,  the  comparison  being  essentially  with 
English  cities. 

One  of  the  observations  in  the  closing  parag;raph8  is  that  there  is  a  growing 
belief  on  the  part  of  municipal  workers  in  Englsjid  ''who  have  seen  the  German 
system  in  practice  that  we  shall  before  long  be  driven  by  the  force  of  circumstances 
to  adopt  some  such  arrangement  as  that  of  the  permanent  mayor  and  executive." 
It  is  also  noted  that  En^sh  cities  are  beginning  to  copy  "German  example  in 
town  planning,''  the  author  adding:  ''but  we  are  at  a  great  disadvantage  in  so 
doing,  for  the  mischief  resulting  from  the  past  unsystematic  and  haphasard 
development  of  our  urban  areas  is  to  a  large  extent  irreparable." 

This  sympathetic  study  of  German  municipal  institutions  by  an  eminent 
English  author,  published  just  as  the  war  was  starting,  should  serve  as  a  good 
corrective  of  the  many  misconceptions  afloat  about  "German  tyranny"  and 
"autocracy." 

Clyde  Ltndon  Kino. 
University  of  Pennsylvania, 

EuoT,  Chableb  W.    The  Road  Toward  Peace.    Pp.  xv,  228.    Price,    $1.00. 
Boston:  Houghton,  MifiSin  Company,  1915. 

Humphrey,  A.  W.    International  Socialism  and  the  War.     Pp.  vii,  167. 
Price,  3s.  6d.    London:  P.  S.  King  and  Son,  1915. 

The  Road  Toward  Peace  is  a  loose  compilation  of  addressee  and  letters  pro- 
duced at  different  times  both  before  and  after  the  outbreak  of  the  European  war. 
The  earlier  ones  deal  with  a  general  consideration  of  the  causes  of  war  and  the 
possible  means  of  preventing  it.  The  later  ones  take  up  the  causes,  issues,  and 
possible  outcome  of  the  great  war,  as  well  as  a  discussion  of  America's  duty  in  y 
regard  to  it. 

The  author  cites  the  famous  "agreement  of  1817"  between  Great  Britain 
and  the  United  States  limiting  armaments  on  the  Great  Lakes  and  suggests 
that  along  this  line  progress  towards  lessening  European  armaments,  and  bence 
European  wars,  might  be  made.  Force,  he  says,  must  always  remain  an  element 
in  government,  but  should  be  reduced  to  policing  force.  He  thinks  that  a  court 
of  arbitral  justice  should  be  founded  to  direct  this  policing  force. 

Mr.  Eliot  says  that  the  prime  source  of  the  present  war  "is  the  desire  on  the 
part  of  Germany  for  world-empire" — a  world-empire  which  was  to  be  achieved 
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by  force  of  armfl— and  the  consequent  cult  of  valor  which  glorified  courage  and  ; 

ruthless  will-power.    Hence  the  predominance  of  militarism,  and  the  inevitable  / 

outbreak  of  war. 

The  author  makes  the  statement  that  ''Austria-Hungary,  even  with  the 
active  aid  of  Germany  and  Turkey,  cannot  prevail  in  Serbia  against  the  active 
or  passive  resistance  of  Serbia,  Russia,  Roumania,  Greece,  Italy,  France  and  .;. 

Great  Britain."    In  the  light  of  recent  events,  such  a  statement  may  cause  one  •;  j 

to  be  a  bit  dubious  of  Mr.  Eliot's  military  opinions.  '■*^J 

Iniematianal  Socialism  and  the  War  is  a  defense  of  the  Socialisto  against  the  *^ 

charge  of  apostasy,  which  has  been  made  because  they  are  figjiting  each  other  ;q 

in  the  various  armies  of  Europe.     The  author  says  that  they  were  never  wholly  -j  | 

pacifists.    The  concept  of  nationality  has  always  had  a  place  in  their  idea.    The  \^*^ 

Socialist  doctrine  was  that  the  proletariat  was  to  get  control  within  th6  different 
national  units;  then  war  would  cease,  but  nations  would  continue.  The  protec- 
tion of  the  nation  against  aggression  was  not  precluded  by  such  a  doctrine. 

Mr.  Humphrey  shows  in  successive  chapters  on  the  German,  Austrian, 
Italian,  French,  Russian,  Belgian  and  British  Socialists'  attitude  towards  the  war, 
that  all  worked  untiringly  for  peace  and  that  all  of  those  that  finally  fell  in  with 
the  war  party  did  so  upon  the  conviction  that  their  various  governments  were 
waging  a  defensive  war.    He  makes  a  very  creditable  effort  to  be  fair  in  judging 
that  the  majority  of  German  Socialists  rallied  to  the  government  only  because 
they  were  convinced  that  they  were  fighting  a  defensive  war  against  Russia. 
The  Russian  Socialists  have  never  supported  their  government;  the  French  and 
Belgians  only  after  distinctly  declaring  that  they  had  no  quarrel  with  their  Ger- 
man brothers  and  that  they  were  fighting  only  against  the  aggression  of  despotic 
governments.    In  Ehigland,  he  claims,  that  Socialist  opinion  wished  British  neu- 
trality.    Although  the  majority  of  the  Labor  Party  is  now  supporting  the  gov- 
ernment in  its  efforts  at  recruiting  and  has  adopted  the  government  statement 
that  the  violation  of  Belgian  neutrality  was  the  cause  of  British  entry  into  the 
war,  there  is  a  strong  minority  which  denies  the  latter  and  discourages  the  former. 

It  is  interesting  to  compare  the  Socialist  Peace  Proposals  suggested  in  Hum- 
phrey's book  with  those  which  Mr.  Eliot  desires.    The  Socialists  want  (1)  national 
divisions  to  determine  frontiers  of  states,  (2)  self-government  to  be  granted  to 
subject  peoples,  if  a  plebiscite  shows  that  they  prefer  suzerainty  to  complete 
independence,  (3)  balance  of  power  poUcy  to  be  superseded  by  that  of  a  Concert 
of  Europe,  (4)  parliaments  to  have  a  real  control  of  foreign  policy,  (6)  reduction 
of  armaments,  and  (6)  foreign  policy  to  have  as  its  ideal  a  United  States  of  Europe 
with  all  seas  neutral  and  navies  supplanted  by  an  international  police.    Mr, 
Eliot  says:  "There  can  be  no  secure  peace  in  Europe  \mU\  a  ledeiaWoii  ol^^^^ 
European  states  is  established. "     He  urges  an  international  poUce  backing  up 
the  decrees  of  an  international  tribunal  and  an  ultimate  reduction  of  armamen  .^ 
He  also  says  that  the  war  has  already  demonstrated  "the  inexpediency  of  w^ 
ficially  dividing  such  (national)  units  or  of  forcing  national  units  into  unnftturfu 
associations."     In  another  place  he  says  the  world  will  rejoice  when  Br^ 
control  of  the  seas  "is  replaced  by  an  unhmited  international  control"  an 
urges  that  canals  and  straits  be  made  neutral.     He  would  have  secret  diploniacy 
abolished,    treaties  publicly  discussed  and  sanctioned.     Thus  it  is  clear  tha  » 
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f 
although  he  has  nowhere  formulated  his  ideas,  Mr.  Eliot  is  in  essential  accord 

with  the  Socialist  platform. 

Paul  Lambert  White. 

FdloWf  University  of  Pennsylfania. 

Hausrath,  Adolf.  Treiischke:  His  Doctrine  of  German  Destiny  and  of  Inter^ 
national  Relations,  Pp.  xi,  332.  Price,  $1.50.  New  York:  G.  P.  Putnam's 
Sons. 

Nearly  the  first  half  of  this  perhaps  most  interesting  interpretation  of  Trei- 
tschke  accessible  in  English  is  given  to  a  very  sympathetic  account  of  his  life 
and  work  by  his  close  friend  Adolf  Hausrath.  In  this  translation  the  influence 
of  the  man  on  the  political  conceptions  and  ambitions  of  modem  Germany  is 
shown  with  a  force  and  clearness  unequalled  by  any  of  the  attempted  expositions 
that  have  so  far  come  from  Englishmen.  The  selected  discussions  by  Treitschke, 
comprising  the  second  half  of  the  volume,  disclose  his  now  well  known  philosophy 
on  war,  a  national  army,  international  law,  freedom,  German  colonization,  Ger- 
many's attitude  toward  neutral  states,  and  other  topics,  with  a  remarkable  present 
day  significance. 

J.  C.  B. 

Stowbll,  Ellert  C.  The  Diplomacy  of  the  War  of  1914.  Pp.  xvii,  728.  Price, 
$5.00.     (First  vol.)    Boston:  Houghton,  Mifflin  Company,  1915. 

Dr.  Stowell  has  attempted  a  very  difficult  piece  of  work  and  carried  it  throu^ 
with  striking  success.  The  body  of  the  volume  is  devoted  to  an  analysis  of  the 
official  documents  issued  by  the  belligerent  governments,  which  by  a  system  of 
modified  quotations  the  author  has  been  enabled  to  weave  into  his  text,  thus 
adding  greatly  to  the  force  and  vividness  of  the  narrative.  In  tracing  the  suc- 
cessive stages  of  the  negotiations  some  repetition  was  necessary,  and  at  times 
the  logical  rather  than  the  chronological  order  is  followed,  but  those  who  have 
attempted  to  thread  their  way  unaided  through  the  labyrinth  of  documents  will 
coimt  this  a  virtue  rather  than  a  fault. 

But  the  signal  achievement  of  the  author  lies  in  the  judicial  impartiality 
with  which  he  has  handled  the  questions  uppn  which  there  has  been  such  heated 
conflict  of  opinion.  The  circumstances  leading  to  the  mobilization  of  Russian  J 
troops  and  the  consequent  ultimatum  from  Germany,  which  were  the  immediate 
causes  of  the  war,  are  viewed  from  every  angle;  it  is  conceded  that  Russia 
after  much  patience  threw  away  the  last  chance  of  peace  by  her  premature  mobi- 
lization, while  Germany  is  shown  to  have  risked  the  peace  of  Exm)pe  by  backing 
her  ally  in  an  act  of  aggression  upon  Servia.  The  entrance  of  Great  Britain 
into  the  conflict  and  the  German  plea  of  necessity  as  justifying  the  violation 
of  the  neutrality  of  Belgium  are  treated  with  similar  exactness  and  impartiality. 
The  value  of  the  volume  is  increased  by  a  brief  review  of  European  history  in  the 
opening  chapter  and  by  a  wide  range  of  documentary  evidence  in  the  form  of 
pertinent  treaties  and  illustrative  extracts  from  writings  and  speeches,  as  well  as 
by  a  careful  chronology  in  the  appendix.    Altogether  Dr.  Stowell  has  set  a  stand- 
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ard  which  will  iosure  a  welcome  for  the  two  succeeding  volumes  that  are  to  deal 
with  the  diplomacy  during  the  war  and  the  negotiations  attending  its  close. 

C.  G.  Fbnwick. 
Bryn  Mator. 

Waxwbilbr,  Emilb.     Belgium,  Neutral  and  Loyal.    Pp.  xi,  324.     Price,  $1.25. 
New  York:  G.  P.  Putnam's  Sons,  1915. 

BiGELow,  PoiTi;rNBY.    Prussian  Memories,  1864-1914.    Pp.  xiii,  197.    Price 
11.26.     New  York:  G.  P.  Putnam's  Sons,  1916.  ' 

It  is  perliai)e  too  much  to  expect  that  out  of  the  mass  of  literature  resulting 
from  the  European  war  we  should  at  this  stage  of  the  catastrophe  find  any  single 
work  with  an  impartial  view;  but,  among  the  partisan  accounts  there  is  a  differ- 
ence, and  we  can  call  attention  to  the  best  and  fairest  views.  To  this  class  be- 
longs the  work  by  Professor  Waxweiler.  With  a  view  to  enlightening  events  in 
Belgium  fronot  August  2  to  December  1914,  the  author  shows  how  the  "permanent 
neutrality"  of  Belgium  was  created  and  what  problems  Belgium  faced  at  the 
outbreak  of  the  war.  He  defends  the  position  of  Belgium  taken  during  the 
war,  discredits  German  imputations  of  Belgian  disloyalty,  and  describes  the  Ger- 
man rules  of  war  and  their  application  to  Belgium.  While  avowedly  a  vindica- 
tion of  his  fatherland,  the  work  throughout  bears  evidence  of  an  honest  attempt 
to  discuss  the  issues  fairly. 

So  much  cannot  be  said  for  Mr.  Bigelow's  voliune;  it  is  written  in  a  captious 
spirit,  and  the  twenty  chapters  which  comprise  the  book  contain  little,  if  any, 
solid  information.  In  all  of  his  memories  and  in  his  wide  range  of  experience 
the  authoi*  sees  but  little  virtue  in  any  German  individual  or  institution.  So 
far  as  there  is  any  purpose  to  the  volume,  it  is  to  portray  the  Germans  in  the 
worst  possible  light  and  to  exhort  the  United  States  to  prepare  against  the  Ger- 
man invasion.  Containing  no  important  information,  and  inciting  race  hatred, 
it  is  to  be  hoped  that  this  masterpiece  of  garrulity  and  discursiveness  will  have 
few  readers. 

K.  F.  G. 
Oberlin,  Ohio. 

Wilson,  George  G.     Tfie  Hague  Arbitration  Cases.     Pp.  x,  525.    Price,  $3.50. 

Boston:  Ginn  and  Company,  1915. 

It  would  be  diflScult  to  imagine  a  more  appropriate  time  for  the  publication 
of  this  important  collection  of  cases.    The  European  conflict  has  created  the 
impression  that  the  system  of  international  law  has  broken  down,  and  that  chaos 
has  taken  the  place  of  order  and  settled  rule.    An  impression  so  erroneous  cannot 
but  do  great  harm  in  undermining  faith  in  law  and  order.     In  this  work  Professor 
Wilson  has  compiled  the  decisions  in  the  fifteen  important  cases  presented  to 
the  Tribunal  of  Arbitration  of  the  Hague  since  its  establishment  in  1899.    While 
the  author  has  not  included  the  arguments  of  coimsel,  he  has  given  the  terms  of 
submission  of  each  case  together  with  the  decision  of  the  tribunal,  furnishing  a 
complete  history  of  the  case,  and  a  full  exposition  of  the  principles  governing 
the  decision.     This  volume  shows  probably  more  clearly  than  any  publication 
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that  has  appeared  in  recent  years  not  only  the  possibilities  of  international  arbi- 
tration, but  the  real  achievement  of  the  past  seventeen  years.  The  record  is  one 
that  may  well  strengthen  the  faith  of  those  who  believe  that  the  judicial  settle- 
ment of  international  disputes  must  supplant  our  present  plan,  if  civilization  is 
to  be  preserved.  The  value  of  Professor  Wilson's  volume  is  greatly  increased 
by  the  publication  of  an  appendix  containing  the  Hague  Arbitration  Conven- 
tions of  1899  and  1907. 


L.  S.  R. 


MISCELLANEOUS 


CuNNiKOHAM,  WiLLiAM.    ChHsHanUy  and  PdUHcs.    Pp.  zi,  270.     Price,  $1.50. 
Boston:    Houghton  Mifflin  Company,  1915. 

In  this  work,  the  Lowell  Lectures  for  1914,  the  Archdeacon  of  Ely  sketches 
the  influence  of  Christianity  on  politics  in  England  from  the  Reformation  to  the 
present.  The  book  is  learned  and  dignified;  the  style  clear  though  monotonous 
to  the  point  of  dullness;  the  faults  are  those  inseparable  from  the  attitude  of  an 
orthodox  and  loyal  prelate  of  the  Church  of  England.  The  two  chapters  on 
the  Presbyterians  and  Independents  give  an  utterly  inadequate  treatment  of 
Calvinism.  John  Wesley  and  Methodism  receive  barely  three  pages.  The 
constant  emphasis  of  the  Church  as  the  mouthpiece  of  England's  beneficent  rule, 
the  dutiful  provider  of  divine  sanctions  for  a  ''naval  greatness"  that  "holds  such 
a  place  in  the  designs  of  Providence"  makes  one  wonder  whether  the  Christian 
Cod  of  Providence  has  not  degenerated  into  a  Pitt  or  a  Palmerston  writ  large. 
The  fundamental  thesis  of  the  book  is  hardly  convincmg.  It  is  that  government 
with  its  obligations  ''is  for  the  most  part  indifferent  to  religion"  (p.  219,  see  pp. 
124,  229f).  Christianity  cannot  "lay  down  principles.  .  .  .  applicable  to 
the  circumstances  of  any  community,  at  the  precise  stage  of  development  which 
it  has  reached"  (p.  5).  Its  appeal  is  personal  (p.  6),  and  "it  is  by  consciously 
endeavoring  to  foster  the  sense  of  personal  obligation  that  the  Church  can  best 
cooperate  with  the  State"  (p.  240).  The  political  and  social  reformer  may  con- 
tend that  if  religious  loyalties  have  no  more  direct  or  vital  relation  with  actual 
life  than  this  implies  they  can  very  well  be  neglected  entirely.  Mr.  Ldoyd  George, 
whom  the  author  quotes  only  to  repudiate  (p.  190ff),  is  far  nearer  the  truth  when 
he  says:  "The  Churches  of  Christ  in  this  land  guide,  control  and  direct  the  con- 
science of  the  community." 

Jno.  M.  Mbckun. 
University  of  PiUahurgh, 

Gras,  Norman  S.  B.    The  Evolution  of  the  English  Com  Market,    Pp.  xiii,  498. 
Price,  $2.50.    Cambridge:  Harvard  University  Press,  1915. 

This  study  of  the  English  Com  Market  was  designed  to  ajfford  a  basis  for  a 
more  adequate  analysis  of  economic  growth.    Careful  students  long  have  been 
aware  of  the  inaccuracy  of  the  descriptions  of  medieval  organization  in  terms  of   . 
village  and  town  economics  that  were  presimied  to  be  "isolated"  and  "self-Y 
sufficing."    Dr.  Gras  shows  conclusively  that  such  conditions  never  prevailed 
in  England.    The  manors  were  grouped  even  in  the  earliest  period,  and  entered 
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into  many  relations  with  the  outside  world.  By  the  middle  of  the  thirteenth 
centmy  production  for  a  market  was  common;  produce  was  sold  either  in  a  manor 
belonging  to  the  same  lord  or  in  a  nearby  town.  The  latter  connection  was  more 
important  and  ultimately  prevailed,  entailing  the  abandonment  of  the  more 
characteristic  features  of  the  manorial  system. 

After  the  decay  of  the  manor,  notable  groupings  of  towns  and  villages  in 
territorial  areas  developed.  These  arrangements  are  traced  in  price  statistics. 
Finally,  London  began  to  acquire  preponderant  influence  as  a  metropolis.  The 
process  of  integration  is  traced  in  price  statistics,  derived  largely  from  Thorold 
Rogers  but  with  some  additional  material  and  an  entirely  different  system  of 
presentation.  There  are  chapters  on  municipal  granaries,  on  middlemen,  and 
on  the  general  regulation  of  imports  and  exports,  all  of  which  add  considerably 
to  our  knowledge. 

The  analysis  of  the  local  market  is  less  satisfactory  than  any  other  part  of 
this  study.  It  may  be  that  the  sources  do  not  afford  much  evidence  of  the  precise 
nature  of  the  relations  of  markets  to  each  other,  but  Dr.  Gras  attaches  more 
significance  to  averages  of  prices  than  one  can  properly  assume.  The  existence 
of  a  rough  correspondence  in  price  level  in  a  particular  region  may  be  dueto 
systematic  trading  or  to  similar  conditions  of  culture  and  production.  The 
phrase  "territorial  area"  does  not  exactly  describe  these  early  conditions.  Early 
market  systems  were  so  irregular  in  form  and  their  influence  so  restricted  that 
descriptions  in  terms  of  territorial  area  are  hardly  adequate. 

Abbott  Patson  Usher. 
Cornell  Universtiy. 

HowBj,  Frederic  C.    Socialized  Oermany,    Pp.  x,  342.    Price,  $1.50.    New  York: 
Charles  Scribner's  Sons,  1915. 

If  one  is  in  quest  of  the  real  meaning  of  KvUwr,  let  him  turn  to  this  timely 
and  interesting  book  of  the  United  States  Commissioner  of  Lnmigration.  The 
reader  quickly  perceives  that  those  who  object  to  spelling  KvUur  with  a  K  are 
silenced  unless  they  coin  some  new  word  to  take  its  place,  for  the  English  language 
has  as  yet  no  word  that  is  its  equivalent.  ''Kultur  is  not  limited  to  educational 
and  aesthetic  things.  Kultur  includes  history  and  traditions,  politics,  statecraft, 
and  administration;  it  includes  state  socialism,  social  legislation,  the  conservation 
of  human  life,  and  the  promotion  of  the  well-being  of  the  people.    All  of  the  / 

individual  and  collective  contributions  which  Germany  has  made  to  the  world  ^ 

form  jjart  of  Kultur  as  the  German  understands  the  word. " 

The  book  is  not,  as  the  author  states,  an  apologia  pro  Germania  but  rather  an 
attempt  to  imderstand  the  nature  of  the  forces  that  have  been  at  work  by  which 
"an  agricultural  state,  only  emerging  from  eighteen  century  feudalism  a  half 
century  ago,"  has  been  "raised  to  a  position  of  commanding  industrial,  commer- 
cial, and  agricultm^l  importance."  The  author  cites  three  influences  of  para- 
mount importance,  in  the  making  of  modem  Germany:  first,  "the  persistence 
even  down  to  present  times  of  the  feudal  idea  of  the  state  with  its  eigbteen-cen- 
tury  relation  of  classes;"  second,  "the  complete  ascendency  of  two  powerful 
individuals  who  have  dominated  the  life  of  the  nation  for  over  fifty  years"  (Prince 
Bismarck  and  William  II);  and  third,  "education — an  education  which  begins 
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with  the  cradle,  that  is  compulsory,  and  is  open  even  to  the  poorest,  who  are  able 
to  make  their  way  through  the  secondary  schools,  the  academies,  technical  col- 
leges, and  the  university,  if  they  have  the  ambition  and  the  ability  to  do  so." 
''All  of  these  influences,"  in  the  author's  judgment,  "combined  to  make,  the  mind 
of  modem  Germany  what  it  is,  to  create  a  psychology  quite  different  from  that 
of  two  generations  ago,  quite  different  from  that  of  any  other  nation  in  Europe. " 

The  major  part  of  the  book  presents  a  picture  of  how  Germany  is  meeting 
its  social  and  economic  problems.  Transportation,  conservation  of  natural 
resources,  unemployment,  social  insiuiuice,  education,  sanitation  and  health, 
municipal  socialism,  town  planning,  etc.,  are  each  treated  in  turn. 

The  author  is  not  blind  to  the  fact  that  the  German  method  of  handling 
these  problems,  as  efficient  as  that  is,  is  not  without  faults,  chief  of  which  is  a 

caste  system  which  "runs  through  the  very  fibre  of  the  state The 

individual  child  is  educated  for  the  station  in  life  to  which  he  is  bom"  and  he  ''is 
moulded  by  the  state,  to  the  state's  idea  of  what  is  best  for  the  state,  and  only 
incidently  what  is  best  for  the  child. "  However,  it  is  the  author's  belief  that  the 
defect  of  a  caste  system  is  not  inherent.  "The  institutions  which  Germany  has 
developed  and  the  efficiency  that  has  been  achieved  are  in  no  way  inconsistent 
with  democracy."  Even  an  ardent  believer  in  Democracy  wonders  whether 
in  making  so  unqualified  a  statement,  the  author  has  not  let  the  wish  be  father 
to  the  thought.  Whether  or  not  Democracy  and  Efficiency  now  or  may  at  some 
future  stage  of  social  evolution,  go  hand  in  hand,  we  are  indebted  to  Commis- 
sioner Howe  for  a  very  readable  and  understanding  account  of  the  life  of  modem 
Germany.  He  has  made  one  understand  why  the  German  loves  his  Fatherland, 
for,  as  he  says,  in  summing  up,  "No  other  country  has  so  greatly  improved  the 
well-being  of  so  large  a  portion  of  the  people."  He  has  given  us  in  this  the  real 
explanation  of  Germany's  power,  for  it  is  this  which  lies  back  of  her  military 
achievements;  it  is  this  which  explains  her  advance  in  trade,  the  growth  in  her 
over-seas  conunerce,  and  the  rise  of  her  merchant  marine.  This  it  is,  as  he  B&yB, 
that  has  "largely  made  Germany  what  she  is,  a  menace  and  a  model,  a  problem 
to  statesmen  of  other  countries,  and  a  pathfinder  in  social  reform." 

Fbank  D.  Watson. 
Haverford  College, 

JoBDAN,  David  Stakr  and  Jobdan,  Harvey  Ernest.    War^e  Aftermath,     Pp. 
xxxi,  103.    Price,  75  cents.    Boston:   Houghton,  Mifflin  Company. 

This  inquiry  into  the  eugenics  of  war  as  illustrated  in  a  part  of  the  theatre 
of  the  American  Civil  war  and  by  the  late  wars  in  the  Balkans  is  most  suggestive 
and  valuable  as  a  preliminary  study  of  an  important  topic.  By  an  intensive 
investigation  carried  out  in  restricted  and  typical  war  areas,  certain  coimties  in 
Virginia  and  Georgia,  the  authors  have  attempted  to  reach  somewhat  definite 
conclusions  on  the  social  cost  and  biological  consequences  of  the  scourge  of  war 
in  the  regions  studied.  Whether  results  as  to  racial  hurt  are  clear  or  not,  the  loss 
of  one  million  eflScient  men,  North  and  South,  outweigh  the  estimated  property 
loss  of  some  five  billions  of  dollars  for  each  section. 

J.  C.  B. 


Digitized  by 


Google 


Book  Depabtmbnt  257 

L.AUT,  Agnss  C.     The  Canadian  ComnonweaUh.     Pp.  343.    Price,  $1.50.     Indi- 
anapolis:    Bobba-MerriU  Company,  1915. 

If  one  may  judge  by  the  appearance  of  recent  articles  and  books  relating  to 
the  history  and  government  of  Canada,  the  rejection  of  the  reciprocity  treaty 
has  led  the  citizens  of  the  United  States  to  take  a  greater  interest  in  Canadian 
afiFaiis.     This  volume,  prepared  as  one  of  the  series  on  Problems  of  the  Nations,  gives 
a  clear  impression  of  the  people,  the  political  problems,  and  matters  of  interest 
relative  to  the  Canadian  commonweidth.    The  book  is  full  of  facts,  statistics 
and  material  gathered  from  goverzmient  reports  as  well  as  from  observations  as  a 
result  of  a  first-hand  study  of  conditions  in  every  part  of  Canada.    The  style  is 
somewhat  informal  and  the  treatment  rather  sketchy,  but  on  the  whole  the  author 
is  to  be  commended  for  the  preparation  of  a  Volume  which  is  readable,  enter- 
taining, and  highly  instructive  as  to  the  motives,  peculiarities,  and  the  modem  ^ 
issues  of  interest  to  the  Canadian  people.    Among  the  important  chapters  of  the          \^ 
book  are:     National  Consciousness,  Americanization,   Why  Reciprocity  Was 
Rejected,  The  Comiog  of  the  English,  Foreigner  and  Oriental,  What  Panama 
Means,  How  Governed,  The  Life  of  the  People,  Immigration  and  Development, 
Defence,  and  Finding  Herself. 


I 


C.  G.  H.  {' 


Taussig,    F.    W.     Inventors  and  Money-Makers,    Pp.   ix,    138.    Price,   $1.00. 
New  York:    The  MacmiUan  Company,  1915. 

In  connection  with  the  celebration  of  the  150th  anniversary  of  the  founding 
of  Brown  University,  Professor  Taussig  delivered  a  series  of  lectiu-es  in  which  he 
pointed  out  ''the  significance  of  certain  hiunan  instincts  for  the  purposes  of  eco- 
nomic analysis."  These  lectmres  now  appear  in  book  form  under  the  title  Inven- 
tors and  Money-Makers.  . 

This  is  an  excellent  study  of  the  motivation  of  the  gifted  inventor  and  of  the 
successful  business  man  in  capitalized  industry.    The  first  half  of  the  book, 
devoted  to  the  inventor,  is  keener  iti  its  analysis  than  that  devoted  to  the  money- 
maker, is  more  interestingly  written,  and  abounds  in  well  chosen  illustrations  from 
the  hves  of  famous  inventors.    Ihe  tendency  or  instinct  to  invent,  for  which 
the  author  adopts  McDougall's  term  "contrivance,''  is  more  or  less  generally 
present  in  all  human  beings,  but  is  especially  developed  in  the  inventive  genius. 
It  is  far  less  specific  than  the  dsLm-building  instinct  of  the  beaver  or  the  nest- 
building  instinct  of  the  robin,  often  leading  to  resiilts  which  have  no  economic 
value  or  scientific  interest.    This  instinct  is  fostered  in  the  workman  who  uses 
tools  to  manufacture  a  finished  article  from  raw  material,  but  tends  to  become 
submerged  in  the  workman  who  merely  feeds  the  raw  material  into  an  automatic 
machine.     The  latter  may  do  his  work  very  efficiently,  but  there  is  little  or  no 
premium  upon  intelligence,  and  his  specialized  share  in  the  industrial  process  is 
likely  to  become  monotonous  drudgery  because  there  is  no  play  for  this  instinct 
of  contrivance. 

The  "money-maker,"  on  the  other  hand,  who  is  inteUigent  enough  to  use 
the  efiSciency  of  the  highly  trained  workman  in  specialized  industry,  not  only  has 
opportimity  for  the  full  play  of  his  own  instinct  of  contrivance,  but  also  finds 
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his  motivation  in  those  instincts  to  which  the  tenos  "acquisition/'  "domination, " 
"emulation"  and  "altruism"  have  been  apphed.  It  is  to  be  regretted  that  the 
author  does  not  make  more  use  in  this  connection  of  the  word  "competition," 
since  ibis  term  is  conmion  both  to  economics  and  to  psychology,  including  what 
he  prefers  to  call  the  "instinct  of  domination"  as  well  as  the  primitive  instinct 
of  pugnacity,  and  to  some  extent,  the  instincts  of  play  and  emulation. 

The  money-maker  fares  well  in  the  author's  analysis  and  is  given  credit  for 
a  spirit  of  altruistic  devotion  as  well  as  the  desire  for  domination  and  social 
emulation.  His  desire  for  acquisition  is  only  incidental  to  these  other  tendencies. 
Practically  no  reference  is  made  to  the  play  of  sex  instincts,  nor  is  any  attempit 
made  to  analyze  any  of  these  general  tendencies  of  human  behavior  into  terms 
of  this  primitive  and  socially  fundamental  motivation.  Even  in  dealing  with  the 
instinct  of  contrivance  his  analysis  is  too  restricted.  Though  he  speaks  of  this 
tendency  in  the  money-maker,  his  discussion  of  it  centers  about  the  originator  of 
mechanical  devices,  industrial  processes,  and  the  like,  whereas  he  should  at  least 
point  out  that  the  man  who,  like  Newton,  formulates  new  statements  of  physical 
law  or  the  chess  expert  who  contributes  a  new  problem  each  week  to  a  Sunday 
magazine  are  both  examples  of  this  same  tendency.  It  is  not  the  inventor  alone 
who  contrives.    So  may  also  the  artist,  the  prophet,  or  the  scientist. 

Frances  N.  Maxfieij>. 
University  of  Pennsylvania, 

Thater,  William  Roscoe.     The  Life  and  Letters  of  John  Hay.    (2  vols.)     Pp. 
X,  904.    Price,  $5.00.    Boston:    Houghton,  MiflUn  Company,  1916. 

These  two  volumes  upon  the  lAfe  and  Letters  of  John  Hay  are  intended  by 
the  author  to  be  "a  personal  biography  and  not  a  political  history."  The  task 
which  the  author  set  himself  was  "to  let  John  Hay  tell  his  own  story  wherever 
this  was  possible,"  and  at  the  end  of  volume  two  Mr.  Thayer  states  that  Mr. 
Hay  "has  truly  described  himself."  In  carrying  out  this  purpose  the  author 
has  devoted  a  large  share,  probably  more  than  half,  of  the  space  to  Hay's  letters. 
This  plan  has  much  to  commend  it,  because  of  the  charm  of  the  letters,  and, 
indeed  of  everything  that  Mr.  Hay  wrote;  but  the  result  is  an  incomplete  and 
fragmentary  biography.  Some  periods  of  Hay's  life,  notably  the  years  from  1888 
Y  to  1895,  are  hardly  considered  at  all,  nor  does  the  reader  obtain  a  satisfactory 

account  of  Mr.  Hay's  activities  from  1872  to  1888. 

While  Mr.  Thayer  has  not  written  a  political  history,  he  has  passed  judgment 
^  upon  numerous  public  men,  and  in  the  judgment  thus  passed,  the  author  shows 

a  strong  bias.  Nearly  all  of  the  numerous  references  to  Horace  Greeley,  Whitelaw 
Reid,  Mark  Hanna  and  Mr.  McKinley  are  disparaging  in  tone.  One  feels  that 
the  author  has  gone  out  of  his  way  to  express  his  feeling  in  regard  to  the  work  of 
these  men.  There  was  no  especial  occasion  in  writing  the  life  of  John  Hay  for 
the  author  to  give  an  estimate  of  the  work  and  character  of  other  men  conspicuous 
in  public  life.  Colonel  Roosevelt's  personahty  and  his  great  work  as  President 
secure  the  author's  highest  praise,  and,  very  properly,  a  full  account  is  given  of 
the  friendship  of  Mr.  Hay  and  Colonel  Roosevelt  and  of  their  cooperation  in 
handling  various  important  international  questions. 
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On  the  whole,  one  gets  from  the  two  books  a  clear  impression  of  Mr.  Hay  as 
a  man  of  versatility  and  of  strong  character,  one  who  accomplished  a  really  great 
work.     Mr.  Thayer  seems  to  have  been  strongly  impressed  by  the  obligation  he 
felt  to  present  a  true  picture  of  the  life  and  work  of  the  subject  of  his  biography 
and  the  author  was  evidently  from  start  to  finish  on  his  guard  against  undue 
laudation.     In  living  up  to  this  obligation,  the  author  at  times,  doubtless  un- 
consciously, has  gone  so  far  as  to  overstate  Mr.  Hay's  limitations.  Those  who  knew, 
appreciated  and  admired  Mr.  Hay  must  feel  annoyed  by  some  of  Mr.  Thayer's 
remarks,  particularly  regarding  Mr.  Hay's  relations  to  the  Senate.     Unques- 
tionably, Mr.  Hay  was  disappointed  by  the  refusal  of  the  Senate  to  approve  cer- 
tain of  his  proposals,  and  it  is  also  true  that  the  action  of  the  Senate  in  amending 
the  first  draft  of  the  Hay-Pauncefote  Treaty  resulted  in  the  final  adoption  of  a 
better  treaty  than  was  first  submitted  to  the  Senate.     The  Senate  assisted  the 
Secretary  of  State  in  securing  a  more  desirable  treaty,  just  as  on  other  occasions 
the  Secretary  of  State  was  of  the  greatest  assistance  to  the  President  and  to  the 
Senate. 

It  would  have  added  to  the  value  of  the  volumes  had  the  author  included  a 
concluding  chapter  reviewing,  smnmarizing  and  estimating  the  public  services  of 
the  noian  who  ranks  among  the  three  or  four  greatest  Secretaries  of  State.  On  the 
whole,  however,  Mr.  Thayer  has  done  his  work  well.  The  volumes  will  take 
their  place  among  the  important  biographies  of  American  statesmen  and  will  help 
the  people  of  the  United  States  to  appreciate  the  work  of  John  Hay. 

Emort  R.  Johnson. 
University  of  Pennsylvania, 

Thompson,  Robert  Ellis.     The  History  of  the  Dwelling  House  and  Its  Future. 
Pp.  172.    Price,  $1.00.     Philadelphia:    J.  B.  Lippincott  Company. 

The  greater  portion  of  this  little  book  deals  with  the  evolution  of  present-day 
types  of  city  dwellings.  In  explaining  the  development  of  the  modem  dwelling, 
the  author  has  picked  out  certain  movements  which,  in  his  judgment,  are  signifi- 
cant, and  has  treated  these  selected  topics  in  an  interpretative  and  popular  man- 
ner. Thus,  the  reader  is  carried  along  without  any  effort  on  his  part,  his  interest 
being  sustained  because  of  the  absence  of  dates  and  technical  details  which  might 
prove  difficult  reading. 

After  reviewing  the  development  of  artificial  habitation  from  the  caves  of 
prehistoric  times,  the  author  devotes  considerable  space  to  an  account  of  the 
introduction  of  the  chimney  in  Normandy,  leading  up,  in  the  later  chapters,  to 
the  beginning  of  town  houses  and  the  gradual  evolution  of  dwellings  suitable  for 
town  life.  Attention  is  also  given  to  the  introduction  of  street  lightingi  sewerage 
systems,  public  water  supply,  etc. 

This  sketchy,  historical  treatment  covers  two-thirds  of  the  book-  The  last 
chapters  are  given  up  to  a  study  of  The  House  of  Today,  The  House  That  is  to 
Be,  and  The  Street  of  the  Future.  This  portion  of  the  volume  is  disappointing. 
Many  recent  developments  in  city  planning  have  evidently  escaped  the  attention 
of  the  author,  or  did  not  fit  in  with  his  plan  of  treatment,  for  they  are  nowhere 
mentioned. 

T.  C. 
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REPORT  OF  THE  BOARD  OF  DIRECTORS,  YEAR  ENDING 
DECEMBER  31,  1915,  AMERICAN  ACADEMY  OF 
POLITICAL  AND  SOCIAL  SCIENCE 

I.  Review  op  the  Academy's  Activitibs 

The  past  year  has  demonstrated,  as  has  never  been  demon- 
strated before,  the  importance  of  the  national  service  which  an 
organization  such  as  the  Academy  is  called  upon  to  perform.  In 
these  moments  of  world  conflict,  when  some  of  the  most  fundamental 
concepts  of  law  and  order  seem  hanging  in  the  balance,  it  becomes 
the  solemn  duty  of  a  national  scientific  organization,  such  as  the 
Academy,  to  concentrate  its  efforts  in  maintaining  the  standards 
that  make  for  advancing  civilization.  Organizations  such  as  ours 
must  hold  up  to  the  nation  a  picture  of  its  permanent  as  distin- 
guished from  its  petty  and  transient  interests,  and  must  assist  in 
keeping  before  the  people  a  high  concept  of  the  part  which  they  are 
called  upon  to  play  in  the  conduct  of  the  world's  affairs. 

It  is  but  natural  that  the  widespread  interest  of  our  members 
in  the  European  conflict  should  have  reflected  itself  both  in  the 
sessions  held  and  in  the  volmnes  published  during  the  year  1915. 
The  task  confronting  our  Editorial  Council  has  been  no  easy  one. 
Dr.  King  and  his  immediate  associates  have  placed  every  member 
of  the  Academy  under  a  deep  debt  of  obligation  for  the  very  im- 
portant services  which  they  have  rendered. 

It  is  gratifying  to  know  that  in  spite  of  the  generally  unsettled 
business  conditions  which  prevailed  during  the  greater  part  of  1915 
the  membership  of  the  Academy  has  suffered  but  a  slight  loss. 

We  still  face  a  problem  which  has  been  before  the  Board  for 
some  time,  namely  that  of  developing  local  Academy  centers  in 
various  parts  of  the  country.  The  demand  for  such  centers  is  in- 
creasing with  each  year,  but  your  Board  has  felt  that  the  inaugura- 
tion of  such  a  plan  would  mean  a  totally  different  organization  of 
the  Academy,  and  that  the  Academy  is  not  yet  in  a  position  to 
take  such  a  step. 
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II,  Publications 

I>iirmg  the  year  1915  the  Academy  has  published  a  series  of 
volumes  which  have  brought  together  the  best  thought  of  the  coun- 
try on  the  important  problems  with  which  these  volumes  deal: 

January — Public  Policies  as  to  Municipal  Utilities. 

March — Readjustments  in  Taxation. 

May — ^The  American  Industrial  Opportunity. 

July — America's  Interests  as  Affected  by  the  European  War. 

September — America's  Interests  after  the  European  War. 

November — Public  Budgets. 

III.  Meetings 

During  the  year  1915  the  Academy  has  held  the  following 
meetings: 

March  20th — Common  Sense  in  Prison  Management. 

April  30th-May  1st — (Nineteenth  Annual  Meeting)  America's 
Interests  as  Affected  by  the  European  War. 

October  28th — Police  Administration  of  a  Great  City. 

November  20th — International  Relief  in  Time  of  War. 

IV.  Membebshif 

The  membership  of  the  Academy  on  the  31st  of  December, 
1915,  was  5,522,  with  a  subscription  list  of  860.     Of  the  5,622  mem- 
bers, 1,219  are  residents  of  Philadelphia,  4,071  are  residents  of  the 
United  States  outside  of  Philadelphia,  and  232  are  foreign  members. 
Of  the  860  subscribers,  4  are  from  Philadelphia,  781  from  the 
United  States  outside  of  Philadelphia,  and  75  from  foreign  coimtries. 
Compared  with  the  membership  on  the  31st  of  December,  1914  we 
find  that  in  the  Philadelphia  membership  there  is  a  loss  of  4,  in  the 
membership  in  the  United  States  outside  of  Philadelphia,  a  loss  of  9, 
and  in  the  foreign  membership  a  gain  of  18,  or  a  total  loss  of  5.    In 
the  subscription  hst  there  is  a  gain  of  75  in  the  United  States  outside 
of  Philadelphia,  and  a  loss  of  1  in  the  foreign  subscriptions,  making 
a  total  gain  of  74.     The  total  gain  in  the  combined  subscription  and 
membership  lists,  therefore,  is  but  69. 

During  the  year  the  Academy  has  lost  through  death  74  of  its 
members,  one  of  whom  was  a  life  member. 
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Tong  Kaison 

Caldwell  K.  Biddle 
W.  Atlee  Burpee 
Henry  E.  Busch 
Samuel  Dickson 
James  Mapes  Dodge 
F.  H.  Duckwitz 
Otto  Eisenlohr 
John  P.  Elkin 
Joseph  L.  Greenwald 
C.  F.  Huch 


Foreign 

1  C.  Wilkinson 

Philadelphia 

Donnel  Hughes 
Sophy  Dallas  Irwin 
Katherine  KoUock 
George  S.  Ligget 
A.  Marquis 
Benjamin  Miller 
Edward  P.  Moxey 
M.  Richards  Muckle 
Herman  Wolf 
Anna  Yarnall 


Charles  F.  Adams 
J.  W.  Adams,  Jr. 
W.  F.  Allen 
Luther  S.  Bent 
James  Bickbell 
Samuel  Barker 
John  Y.  Boyd 
J.  H.  Brock 
Franklin  P.  Burch 
John  C.  Clyde 
Grace  H.  Dodge 
Henry  R.  Emmerson 
James  C.  Fargo 
H.  H.  Foster 
E.  R.  L.  Gould 
Paul  Fuller 
John  C.  Gray 
J.  K.  P.  Hall 
D.  R.  Henderson 
C.  A.  Hooper 
Albert  Lloyd  Hopkins 
R.  S.  Joron 
C.  A.  Locke 
H.  B.  Lord 
Lee  McClung 
John  Muir 
^Life  member. 


Outside 

W.  R.  Nelson 
Alfred  Noble 

E.  T.  Parsons 

Edward  Bunnell  Phelps 
Albert  Plant 
V.  M.  Porter 
J.  E.  Quigley 
Cha;rles  G.  Rapp 
Louis  Rosenzweig 
Clement  W.  Shoemaj^er 
Charles  E.  Slocum 
Alexander  H.  Small 
Samuel  G.  Smith 
Edith  D.  Steele 
Edmund  J.  Steere 
B.  F.  Thomas 
J.  S.  Barbour  Thompson 
James  P.  Tolman 
S.  E.  Vincent 
Michael  I.  Weller 

F.  H.  Wheelan 
Peter  White 
Charles  Whitney 
Addison  R.  Wright 
Abraham  Gruber 
Thomas  D.  Walsh 
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The  death  of  these  members  has  deprived  the  Academy  of  some 
very  warm  friends  and  enthusiastic  workers. 

During  the  year  the  Academy  has  lost  by  resignation  548  of  its 
members  and  39  subscribers,  while  617  members  and  113  new 
subscribers  have  been  added  to  the  list. 

V.  Financial  Condition 

The  receipts  and  expenditures  of  the  Academy  for  the  fiscal 
year  just  ended  are  clearly  set  forth  in  the  Treasurer's  report.  The 
accounts  were  submitted  to  Messrs.'  E.  P.  Moxey  &  Company  for 
audit  and  a  copy  of  their  statement  is  herewith  appended. 

In  order  to  lighten  the  burden  of  expense  incident  to  the  Annual 
Meeting  a  special  fimd  amounting  to  $1^165.00  was  raised.  The 
Board  takes  this  opportunity  to  express  its  gratitude  to  the  contribu- 
tors to  this  fund. 

Conclusion 

Your  Board  desires  again  this  year  to  impress  upon  the  mem- 
bers of  the  Academy  that  the  success  and  influence  of  our  organ- 
ization must  in  the  last  analysis  be  dependent  on  the  interest  and 
codperation  of  the  Academy  members.     There  is  evidently  a  tend- 
ency in  certain  quarters  to  regard  the  membership  obligation  as 
fully  discharged  with  the  payment  of  the  annual  membership  fee. 
This  is  a  point  of  view  which  the  officers  of  the  Academy  have  been 
steadily   endeavoring  to  overcome.     We  can   only  make  of  the 
Academy  the  great  national  influence  in  the  guidance  of  public 
opinion  if  every  member  will  feel  his  and  her  responsibility  for  the 
Academy's  welfare.     It  is  true  with  each  year  we  are  securing  in 
different  parts  of  the  country  enthusiastic  groups  of  members  who 
are  giving  time  and  thought  to  the  furtherance  of  the  Academy's 
interests,  and  to  them  we  desire  to  extend  our  deep  and  sincere 
appreciation.     Your  Board  also  desires  to  take  the  opportunity  to 
express  the  special  debt  of  gratitude  to  those  men  and  women  who 
have  contributed  to  the  publications  of  the  Academy. 
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January  14th,  1916. 
Chables  J.  Rhoads,  Esq.,  Treas., 

American  Academy  of  Political  and  Social  Science,  Philadelphia, 
Pa. 

Dear  Sir: — We  herewith  report  that  we  have  audited  the  books 
and  accounts  of  the  American  Academy  of  Political  and  Social 
Science  for  its  fiscal  year  ended  December  Slst,  1915. 

We  have  prepared  and  submit  herewith  statement  of  Receipts 
and  Disbursements  during  the  above  indicated  period,  together  with 
statement  of  Assets  as  at  December  31st,  1915. 

The  Receipts  from  all  sources  were  verified  by  a  comparison  of 
the  entries  for  same  appearing  in  the  Treasurer's  Cash  Book  with 
the  record  of  Bank  Deposits  and  were  found  to  be  in  accord  there- 
with. 

The  Disbursements,  as  shown  by  the  Cash  Book,  were  sup- 
ported by  proper  vouchers.  These  vouchers  were  in  the  form  of 
cancelled  paid  checks  or  receipts  for  moneys  expended.  These 
were  examined  by  us  and  verified  the  correctness  of  the  pa3nnents 
made. 

The  Investment  Securities  listed  in  the  Statement  of  Assets 
were  examined  by  us  and  were  found  to  be  correct  and  in  accord 
with  the  books. 

As  the  result  of  our  audit  and  examination  we  certify  that  the 
Statements  submitted  herewith  are  true  and  correct. 
Yours  respectfully, 

Edward  P.  Moxbt  &  Co., 
Certified  PiMic  AccounUmis. 

Balance  Cash  on  Hand  January  1st,  1916 $14,070.44 

Receipts 

Annual  Subscriptions $20,144 .57 

Life  Membership 100 .00 

Special  Contributions 1,166 .00 

Subscriptions  to  Publications 3,824 .72 

Sales  of  Publications 2,766 .30 

Income  from  Investments 3,875 .00 

Interest  on  Deposits 172 .32 

Miscellaneous  Receipts 46 .07 

32,093 .  98 

$46,164,42 
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DU^naraemerUa 
Office  Elxpense: 

Office  Salaries $7,920 .94 

Special  Clerical  Service 63.00 

Supplies  and  Repairs 646 .30 

Stationery  and  Printing 201 .05 

Telephone  and  Telegraph 65 .68 

Postage 482.23 

Freight,  Express  and  Carfares 15 .06 

General  Ebqpenses 80 .08 


Philadelphia  Meetings: 

Hall  Rents $310  oo 

Stationery,  Printing  and  Engraving . .  827 .76 

Clerical  Services 33 .00 

Expenses  of  Speakers 504 .28 

Postage 214.69 

'Telephone  and  Telegraph 63 .03 

Carfare,  Newspapers  and  Sundries..  6.20 

Publicity  £xpense: 

Pamphlets,  Cards,  Letters,  Circulars 

and  Advertising $368.67 

Postage 436.79 

Stationery 391 .26 

Publication  of  Annals: 

Printing $9,718.27 

Reprints 991 .24 

Binding 370.50 

Postage 1,161 .44 

Advertising 47 .50 

Stationery  and  Supplies 444 .21 

Carfare,  Expressage  and  Sundries. ...  205 .84 

Telephone  and  Telegraph 62 .68 

Storage  and  Insurance 239.06 

Investments  Purchased $14,630.77 

Interest,  Premiums,  etc.,  on  same. . .  92 .00 


$9,373.34 


2,047.86 


1,195.71 


13,230.64 
14,722.77 


$40,570.32 


Balance,  December  31st,  1916 $6,594.10 
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Assets 
Investments 
$5,000.00    Baldwin    Locomotive    Works    Ist    Mtg.    5*8,    1940, 

M.  &  N $4,975 .00 

10,000 .00    Canadian  Pacific  Railway  Equipment  Trust  4}'s  Ser. 

T,  1928,  J.  &  J 9,701 .26 

5,000.00    Chesapeake  &  Ohio  Railway  Equipment  Trust  4J'b 

Ser.  H,  1922-1924,  J.  &  D 4,929.62 

5,000 .00    Choctaw,  Oklahoma  &  Gulf  R.R.  Co.  Gen'l.  6'8,  1919, 

J.  &  J 6,000 .00 

6,000 .00    City  of  Macon,  Ga.  Water  Works  4}'s,  1932,  J.  &  J. . .  6,000 .00 

5,000 .00    Lake  Shore  &  Michigan  Southern  Ry.  Co.  Deb.  4'8, 

1928,  M.  &  S 4,801 .26 

5,000 .00    Lehigh  Coal  &  Navigation  Co.  Coll.  Trust  4 J's,  1930, 

M.  &  N 6,000 .00 

5,000 .00    Lehigh  VaUey  Transit  Co.  1st  Mtg.  4's,  1935,  M.  &  S.  4,387 .50 

3,000.00    Market  Street  Elevated  Passenger  Ry.  Co.  Ist  Mtg. 

4'8,  1955,  M.  &  N 2,786.26 

3,500 .00    Mortgage  Note,  C.  R.  McFarland,  Tampa,  Fla.  3  yrs. 

at  6%  dated  Dec.  15th,  1909 3,600.00 

5,000 .00    New  York  and  Erie  RaUway  2d  Mtg.  5's,  1919,  M.  &  S.  6,000 .00 

4,000.00    New  York  and  Erie  RaUway  3d  Mtg.  4J's,  1923, 

M.  &  S 3,955 .00 

5,000.00    New  York  Central  &  Hudson  River  R.R.  Deb.  4*8, 

1934,  M.  &  N. 4,640 .00 

3,000.00    Penna.  &  New  York  Canal  &  R.R.  Co.  Cons.  Mtg. 

4i'8,  1939,  A.  &  0 3,000.00 

3,000.00    Pittsburg,  Bessemer  &  Lake  Erie  Cons.  Ist  Mtg.  5'8, 

1947,  J.  &  J 3,000.00 

3,000.00    St.  Louis  &  Merchants  Bridge  Co.  1st  Mtg.  6's,  1929, 

F.  &  A 3,000 .00 

3,000 .00    St.  Louis,  Iron  Mountain  &  Southern  Ry.  Gen'l.  Mtg. 

Land  Grant  5's,  1931,  A.  &  0 3,000.00 

5,000 .00  West  Chester  Lighting  Co.  1st  Mtg.  6's,  1950,  J.  &  D.  6,000 .00 
5,000 .00    William  Cramp  Ship  &  Engine  Bldg.  Co.  1st  Mtg.  5'8, 

1929,  M .  &  S 6,000 .00 

$86,676.77 

Cash: 

In  Academy  Office $200 .00 

In  Trea8iu*er's  Hands: 

Centennial  National  Bank 20O  .00 

Girard  Trust  Company 5,194 .  10 


5,694.10 
$91,209.87 


Liabilities 
None 
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Academic  credit,  necessity  of,  for  prac- 
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training,  for  public  service,  222- 
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in  government,  78;  importance  of 
governor's  position  in,  30;  law  mak- 
ing and,  229-30;  new  science  of, 
224-225;  of  public  affairs,  efficient, 
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Administration,  Some  Efficiency 
Methods  of  City.  John  Allder 
Dunaway,  89-102. 

Administration,  State,  Interwork- 
inqs  of,  and  direct  legislation. 
F.  W.  Coker,  122-133. 

Administrative  departments.  New 
York,  21. 

efficiency,  effect  of  popular  law 

making  on,  131. 

Administrative  Efficiency,  The  In- 
VISIBL.E  Government  and.  Edgar 
Dawson,  11-30. 

Africa,  South,  government,  6-7. 

America:  democracy,  198;  foreign  born 
women,  204-205. 

American  cities,  political  conditions  in, 
227-231. 

•  institutions,  fundamentals  of,  56. 

Americanization,  functions  of  govern- 
ment and  society  concerned  with, 
207. 

Ambricanization,  Promoting.     Helen 

Varick  Boswell,  204-209. 
Appropriations:  military,  31;  naval,  31; 

waterway,  46-47. 
Armies:    Civil    War,    34-36;    civilian 

authority  over,  33-34. 
Australia,  government,  6-7. 
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Beard,     Charles    A.     Training    for 
Efficient  Public  Service,  216-226. 

Boswell,  Helen  Varick.  Promoting 
Americanization,  204-209. 

British  government,  2. 

Brudre,  Henry,  on  pension  system  of 
New  York  City,  165-166. 

Budget:  city  manager,  234;  democracy, 
146;  federal  government,  82;  provi- 
sions, 146. 

Budget,  The  Executive.  C.  H. 
Crennan,  146. 

Burton,  Senator,  on  pork  barrel  l^is- 
lation,  44. 

California:  civil  service  laws,  68;  selec- 
tion of  judges  in,  192. 

Campaign  expenses,  Colorado,  74r-75. 

Canada,  government,  6-7. 

Check  and  balance  system:  England, 
6;  France,  6;  United  States,  2-8. 

Check  and  Balance  System,  The, 
AND  Its  Reversion.  Jacob  Tanger, 
1-10. 

Children's  Civic  Activities:  Neces- 
sary Factor  in  the  New  Civili- 
zation.    Wilson  L.  Gill,  197-203. 

Childs,  Richard  S.  The  Short  Bal- 
lot Movement  and  Simplified  Poli- 
tics, 16S-171. 

Cities:  administration,  97;  political 
conditions,  227-233. 

Citizens:  associations  of  private,  136- 
137;  military  training,  40-41. 

Citizenship:  204;  education,  198;  re- 
sponsibilities, 120;  training  for,  199- 
200. 

City  Administration,  Some  Effi- 
ciency Methods  op.  John  Allder 
Dunaway,  89-102. 
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City  manager,  budget,  234. 

Civic  Activitibs,  Children's:  Nbo- 
B88ABT  Factor  in  the  New  Cnni/- 
DSATiON.    Wilson  L.  Gill,   197-203. 

Civil  service:  classification,  156;  con- 
gressional legislation  regarding,  70; 
evils,  New  York  City,  156;  history, 
163;  needs  of,  162;  patronage,  71-72; 
positions  under,  154;  problems  in, 
163,  155-156;  publicity,  164;  rat- 
ings, 159-161;  rules,  147;  standard- 
ization, 157. 

Civil  Service,  Old  and  New  Prob- 
lems OF.  Henry  Moskowitz,  153- 
167. 

Civil  Service  Conmiission,  announce- 
ment of,  66-67. 

commissions:  appropriating 

authorities  and,  157;  independence 
of,  166-167;  layofifs,  reinstatements 
and  removals,  164-165;  progress  of, 
155;  reconstruction  of  reports  of,  226. 

laws:  California,^  68;  Colo- 
rado, 68;  Connecticut,  68;  Illinois, 
68;  Kansas,  68;  Louisiana,  68;  Mass- 
achusetts, 68;  New  Jersey,  68;  New 
York,  68;  Ohio,  68;  Wisconsin,  68. 

reform:  argument  for,  149; 

negative  aspects  of,  218-220;  public 
policy  and,  218;  victory  won  by, 
147-148. 

Reform  League,  the  Na- 
tional, 150. 

War,  armies  of  the,  34-36. 

Civilization,  Children's  Civic  Ao- 
TivrriEs:  Necessary  Factor  in  the 
New.    Wilson  L.  GiU,  197-203. 

Coast  defenses,  policies  for,  38-40. 

CoKER,  F.  W.  Interworkings  of  State 
Administration  and  Direct  Legisla- 
tion, 122-133. 

Colorado:  campaign  expenses,  74-75; 
civil  service  laws,  68;  organized  bar, 
189. 

Commission  government:  8-9,  85,  86, 
135. 

Competition,  155. 


Competitive  CLASsoiCATioNy  Ths, 
OF  Presidential  Posticastebs. 
George  T.  Keyes,  147-152. 

Connecticut,  civil  service  laws,  68. 

CONNELL,  WlLUAM  H.     PubliC  WoricB 

and  Engineering  Services  on  a  Pub- 
lic Service  Basis,  103-115. 

Constitution,  provisions  of  the,  3-4. 

Contract  work,  records,  112. 

Cooperation,  of  urban  universities  with 
government,  164. 

Cost  keeping  records,  97-100. 

Counties,  117-121. 

Countt  Government,  The  Move- 
mbnt  for  Responsible.  H.  S.  Gil- 
bertson,  116-121. 

Crennan,  C.  H.  The  Executive  Bud- 
get, 146. 

Cuba,  school  republic  in,  201. 

Customs,  receipts  1914-15,  57. 

Dawson,  Edgar.  The  Invisible  Gov- 
ernment and  Administrative  Effi- 
ciency, 11-30. 

Defense,  Pouncs  as  a  Barrier  to 
AN  Adequate  and  Efficient  Sts- 
TEM  OF  National.  George  Haven 
Putnam,  31-42. 

Democracy:  budget  as  instrument  of, 
146;  in  America,  198;  perfecting  of, 
227;  the  expert  and,  217-218. 

DuNAWAT,  John  Allder.  Some  Effi- 
ciency Methods  of  City  Administra- 
tion, 89-102. 

Education:  citizenship,  198;  women's 
clubs  and,  206. 

Efficiency:  city  government,  Philadel- 
phia, 89;  f^eral  service,  148;  fight- 
ing, 32,  34-35;  government  adminis- 
tration, 78;  liberty  and,  215-216; 
records,  156-162;  responsibility,  a 
means  of  securing,  78. 

Efficiency,  Increased,  as  a  Result 
OF  Increased  Governmental 
Functions.  Ralph  E.  George,  77- 
88. 


Digitized  by 


Google 


Indbx 


269 


Efficiency  Methods,  Some,  of  City 

Administration.     John  Allder  Dun- 
away,  89-102. 
Efficient   Public   Sebvice,    Train- 

iNQ  FOB.    Charles   A.   Beard,    21&- 

226. 
Emebson,    Guy.     Tariff    Making    by 

Log  Rolling,  56-66.  * 

Employment,  public,  153. 
Engineering  services,    highway   work, 

103^104. 
Enqineebing       Services,       Public 

Works  and,  on  a  Pxtbuc  Service 

Basis.    William   H.    Connell,   103- 

115. 
England,  check  and  balance  system,  6. 
European  war:  cost,  210. 
Executive:  131,  230-231;  authority,  10; 

in  law  making,  123—124;  responsible, 

23a-234. 
ExBCUTi^B    Budget,     The.    C.     H. 

Crennan,  146. 
Expenditures:  river  and  harbor,  54-55; 

War  Department,  34. 
Experts,  governmental  work,  86. 

Federal  government,  13,  232. 

service:  efficiency  of,  148;  six>ils 

in  the,  66-68. 
France,  check  and  balance  system,  6. 

GsoROE,  Ralph  E.  Increased  Effi- 
ciency as  a  Result  of  Increased  Gov- 
ernmental Fimctions,  77-88. 

Germany:  administrative  conditions  in 
United  States  and,  216;  fighting  ef- 
ficiency, 32;  military  enterprises  of, 
216. 

GiLBEHTSON,  H.  S.  A  Practical  Guide 
to  Responsible  Government,  227- 
234. 

GiLBERTSON,  H.  8.  The  Movement 
for  Responsible  County  Govern- 
ment, 11^121. 

Gill,  Wilson  L.  Children's  Civic 
•  Activities:  Necessary  Factor  in  the 
New  Civilisation,  197-203. 


Government:  activities,  84-85;  British, 
2;  check  and  balance  system,' 
United  States,  2-.8;  cooperation 
of  urban  universities  with,  164; 
cost,  80-81;  democratic,  168-169; 
departments.  United  States,  4;  func- 
tions, 87;  Montesquieu's  theory  of,  1 ; 
public  service,  219-220;  United 
States,  2--8. 

Government,  A  Practical  Guidb  to 
Responsible.     H.     S.     Gilbertson 
227-234. 

Governmental  Functions,  In- 
creased Efficiency  as  a  Rbsui/t 
OF  Increased.  Ralph  E.  George, 
77-88. 

Grovernmental  regulation,  history  of 
153. 

work,  experts  in,  86. 

Governor:  30,  125;  appointment  of,  14; 
direct  .legislation  and,  123;  New 
York,  11-12;  public  opinion  and,  124. 

Harlet,  Herbert.  Taking  Judges 
out  of  Politics,  184-196. 

Health,  New  York,  16-17,  138. 

Health,  Public,  and  Politicb.  Ed- 
ward A.  Moree,  134-145. 

Illinois,  civil  service  laws,  68. 

Income,  213. 

Industries:  Americanization  of  foreign- 
bom  women  and,  206-207;  organized, 
207;  tariff,  57-68;  variance,  208. 

Inefficiency:  factors  causing,  80;  irre- 
sponsibility and,  227-228. 

Initiative  and  referendum:  126;  effects, 
179;  Ohio,  126,  128. 

referendiun  and  recall,  adoption, 

172. 

Inspectors,  work,  93. 

Investments,  waterway,  54-56. 

Invisible  Government,  The.  Elihu 
Root,  x-xiii. 

Invisible  Government,  The,  and 
Administrative  Efficiency.  Ed- 
gar Dawson,  11-30. 


Digitized  by 


Google 


270 


Index 


Jones,  Chester  Lloyd.  Spoils  and 
the  Party,  66-76. 

Judges:  California,  192;  election,  186- 
187,  191;  partisanship,  190;  reelec- 
tion, 189-190;  selection,  193;  South 
Dakota,  192;  work,  185. 

Judges,  Taking,  Out  of  Politics. 
Herbert  Harley,  184-196. 

Judicial  position,  steadying  effect  of 
the,  186. 

power,  deprivation  of,  187-188. 

Judiciary,  reformation  of  the,  196. 

Kansas,  civil  service  laws,  68. 

Ketes,  George  T.  The  Competitive 
Classification  of  Presidential  Post- 
masters, 147-152. 

Labor  cost,  99-100. 

Land  values,  United  States,  212. 

Lapp,  John  A.  Making  Legislators 
Law  Makers,  172-183. 

Laws,  enforcement,  176. 

Law  Makers,  Making  Legislators. 
John  A.  Lapp,  172-183. 

Law  making:  administration  and,  229- 
230;  problems  of,  174-175. 

Legislation:  172-176,  179;  direct,  123- 
124,  130,  132-133;  governor,  123, 
125;  machinery  of,  176-178;  merit 
system,  150-152;  public  building,  47- 
49;  reforms,  180-183;  special  and 
local,  178. 

Legislation,  Direct,  Interwork- 
ings  of  State  Administration  and. 
F.  W.  Coker,  122-133. 

LegLBlative  authority,  present  system 
of,  10. 

drafting,  180-182. 

information,  179-180. 

leadership,  need  for,  122-123. 

Legislators:  problems,  173;  qualifica- 
tions, 176-177. 

Legislators,  Making,  Law  Makers. 
John  A.  Lapp,  172-183. 

Legislatures:  employees  in,  177;  execu- 
tive leadership  and,   131;    purpose. 


173 ;  responsibility,  233 ;  sessions,  177- 

178;  state,  175-176;  time  limits,  182. 
Liberty,  eflSciency  and,  215-216. 
Lindsey,  Ben  B.,  views  of,  on  school 

republic,  201. 
Log   Rolling,   Tariff    Making    bt. 

Guy  Emerson,  56-65. 
Louisiana,,  civil  service  laws,  68. 

Massachusetts,  civil  service  laws,  68. 
Merit  sjrsteip:  establishment,  150-152; 

legislation,  151-152;  pensions,   165- 

166;  postmasters,  150. 
Military    resources,    control     of,     in 

United  States,  31. 
MoRER,   Edward  A.     Public   Health 

and  Politics,  134-145. 
MosKOWTM,   Henrt.     Old  and   New 

Problems  of  Civil  Service,  153-167. 
Municipal  Civil  Service  Commission, 

New  York  City,  158-159.* 

force  work,  progress  record  for, 

111. 

government,  revolution  in,  192- 

193. 
service,  spoils  in,  68-69. 

Nation,  gross  income,  213. 

National  government,  number  of  per- 
sons employed  in  executive  branch 
of,  67. 

Naval  board,  reports  of,  36-37. 

resources,  control  of,  in  United 

States,  31. 

Navy,  efifect  of  civilian  authority  over, 
33-34. 

New  Jersey,  civil  service  laws,  68. 

New  York:  administrative  depart- 
ments, 21;  appointment  and  re- 
moval in,  22-29;  civil  service,  68; 
department  of  public  works,  15,  16; 
electorate,  22-29;  employees,  13; 
governor,  11-12,  20;  health,  138-140; 
party  patronage,  28-29;  political 
parties,  18-19;  publicity,  141-144;* 
State  Charities  Aid  Association,  139. 


Digitized  by 


Google 


Indbx 


271 


New  York  City:  civU  service,  166; 
Municfpal  Civil  Service  Commission, 
158-159;  pensions,  165-166. 

Officers,  re8i>onsibility,  116. 

Ohio:  civil  service  laws,  68;  initiative 

and  referendimi,  126, 128;  workmen's 

compensation,  126. 
Oregon,  publicity,  73-74. 

Partisan  politics,  elimination,  136. 

Partisanship,  judges,  190. 

Partt,     Spoils     and    the.    Chester 
Lloyd  Jones,  66-76. 

Party  organization,  control  of,  149. 

Patronage:  demand  for,  72-76;  party, 
in  New  York,  xi-xii;  system,  148. 

Pa-tfen,  Simon  N.  Taxation  after 
the  War,  210-214. 

•Pensions:  4^-56;  benefits,  54;  expendi- 
tures  for,   49;    merit  system,    165- 
166;  method  of  obtaining  a,  61,  New 
York  City,  165-166. 
Pension  legislation,  the  pork  barrel  in, 

52. 

Philadelphia,  efficiency  in  city  govern- 
ment of,  89. 

Planning  boards:  109,  110;  description, 
107-108;  function.  113;  public  works 
department,  106-110. 

Political  conditions,  in  American  cities, 
227-231. 

.  influence,  effect  of,  on  fighting 

efficiency,  34-35. 

■  parties,  New  York,  18-19. 

Politicians,  I34r-135,  168. 

Politics:  149;  competitive  service,  148; 
meaning,  134. 

PoLJTics  AS  A  Barrier  to  an  Ade- 
quate AND  Efficient  Ststbm  of 
Nationai.  Defense.  George  Haven 
Putnam,  31-42. 

Politics,  Public  Health  and.  Ed- 
ward A.  Moree,  134-145. 

PouTics,  Taking  Judges  out  of. 
Herbert  Harley,  184-196. 

Politics,  The  Short  Ballot  Move- 


ment and  Simplified.     Richard  S 

Childs,  168-171. 
Pork  barrel:  meaning,  43;  pension  leg 

islation,  62;  river  and  harbor  legis- 
lation, 44-46. 
Pork  Barrel,  The  High  Cost  of  the. 

Joseph  E.  Ransdell,  43-55. 
President,  appointment  and  removal, 

11-12. 
Presidential  postmasters:  appointment, 

150;  present  system,  150;  number,  in 

United  States,  149. 

PRESmENTIAL        POSTMASTERS,  ThK 

Competitive     Classification    of. 
George  T.  Keyes,  147-152. 

Property,  United  States,  212. 

Public  affairs,  administration  of,  77. 

buildings,  value  of,  48. 

opinion:  130,  136;  focussing,  136- 

137,  139;  governor  and,  124. 

policy:  civil  service  reform,  218; 

sources  of,  229. 

service:  academic  and  imiversity 

training  for,  220-226;  government's 
attitude  toward  those  entering,  219- 
220;  publicity,  103-104;  report  of 
committee  on  training  for,  of  Colum- 
bia University,  225-226;  trainmg  for, 
162-164. 

Public  Service,  Training  for  Effi- 
cient.    Charles  A.  Beard,  215-226. 

Public  Service  Basis,  Public  Works 

and    ENGINEERINa    SERVICES    ON    A. 

WiUiam  H.  Connell,  103-115. 

PubUc  work,  new  fields  of,  136. 

works:  department  of,   in  New 

York,  16;  duties  of  department  of,  in 
New  York,  15;  management  of,  in 
New  York,  15;  means  of  amplifying 
control  of  departments  of,  106-110; 
monthly  averages  in  department  of, 
94 ;  planning  boards  in  department  of, 
106-110. 

Public  Works  and  Engineering 
Services  on  a  Public  Service 
Basis.  William  H.  Connell,  103- 
115. 


Digitized  by 


Google 


272 


Index 


PubUcity;  140;  New  York,  141-144; 
public  servioe,  103. 

FxjTSAMf  Qbobos  Havbn.  Politics  aa 
a  Barrior  to  an  Adequate  and  Effi- 
cient System  of  National  Defense, 
31-42. 

Ranbdell,  Joseph  E.  The  High  Cost 
of  the  Pork  Barrel,  43-55. 

Reform,  New  York  executive,  20. 

Registrar,  improvements  made  by,  96. 

Representative  bodies,  172-173. 

Responsibility:  counties,  llS-121;  dif- 
fusion of,  80;  officers,  116. 

Responsiblb  Countt  Government, 
The  Movement  fob.  H.  S.  Gil- 
bertson,  116-121. 

Responsible  Government,  A  Prac- 
tical Guide  to.  H.  S.  Gilbertson, 
227-234. 

River  and  harbor  legislation,  pork  bar- 
rel in,  44-46. 

Root,  Elihu.  The  Invisible  Govern- 
ment, x-xiii. 

Schedules,  cost  of  making,  96. 

Schools,  work  of,  199. 

School  republic:  Cuba,  201;  Ben  B. 
Lindsay  on,  201;  results  of  the,  200; 
social  and  political  importance  of, 
200-203;  Leonard  Wood  on,  201. 

Scientific  management,  principles,  77. 

Service  records,  purposes  of,  159. 

Short  ballot,  169-171. 

Short  Ballot  Movement,  The,  and 
Simplified  Politics.  Richard  S. 
Childs,  168-171. 

Single  tax,  211. 

Social  welfare  activities,  136. 

South  Dakota,  popular  election  of 
judges  in,  192. 

Spanish  War,  management  of,  38. 

Spoils,  federal,  state  and  municipal  serv- 
ice, 66-69. 

Spoils  and  the  Party.  Chester 
Lloyd  Jones,  66-76. 

Standardization,  civil  service  and,  157. 


State  Administration,  Interwork- 

INGS  OF,  AND  DiRKOr  LsGIBLAnON. 

F.  W.  Coker,  122-133. 
State  Charities  Aid  Association,  New 

York,  139. 

employees,  total  salary  list  of,  68. 

government:  comparison  of  fed- 
eral and,  13;  oonditioDS  in,  231-232; 

development  of,  122;  in^ciency  and 

extravagance  of,  12. 

service,  spoOs  in,  68-69. 

Stimson,  Henry  L.:  recommendations 

of,  for  U.  S.  Army,  36;  r^)ort  of  War 

Department  by,  34. 
Supplies:  inspection,  100-101;  purchase, 

100-101. 

Tanger,  Jacob.  The  Check  and  Bal- 
ance System  and  its  Reversion,  1-10. 

Tariff:  69-63;  industries,  67-^68;  rates,' 
59;  reversions  of,  since  1890,  58. 

commissions :  in  the  United  States, 

63-64;  work  of,  64-^. 

legislation,  carelessness  of,  58-59. 

making,  discussion  on,  60. 

Tariff  Making  bt  Log  Rolling. 
Guy  Emerson,  56-65. 

Tax  Association,  the  National,  78,  80, 
81-82,  83. 

associations,  state,  84. 

reform,  urgency  of,  212. 

Taxation,  proposed  theory  of,  211. 

Taxation  afier  the  War.  Simon  N. 
Patten,  210-214. 

Taxpayer,  attitude  of,  toward  increased 
cost  of  government,  81. 

Texas,  courses  in  University  of,  223. 

Unit  cost  system:  advantage,  98;  pur- 
pose, 97-98. 

United  States:  administrative  condi- 
tions in  Germany  and,  216;  army,  36; 
check  and  balance  system,  2-6;  cir- 
culating capital,  212-213;  fighting 
efficiency,  32;  government,  2-6;  gov- 
ernmental    departments,    4;     land 


Digitized  by 


Google 


Index' 


273 


values,  212;  military  and  naval 
resources  in,  31;  presidential  post- 
masters, 149;  property  in  the,  212; 
tariff  commissions,  63-64. 


Voters,  228-229. 


Simon  N. 


Wak,  Taxation  after  the. 

Patten,  210-214. 
War  Department:  expenditures,  report 

of,  by  Henry  L.  Stimson,  34. 


Waterways:  appropriations,  46-47;  im- 
proved, 66;  investments,  54-55; 
safeguards,  46-47. 

Wisconsin:  citizenship,  188-189;  civil 
service  laws,  68. 

Women:  clubs,  205-206;  foreign-bom, 
in  America,  204-207. 

Wood,  Leonard,  views  of,  on  school 
republic,  201. 

Workmen's  compensation,  Ohio,  126. 

World  peace,  federation  of,  40. 


Digitized  by 


Google 


Digitized  by 


Google 


*'/  have  fot:  soms  fnonth^  read      ' 
The  New  Republic,  and  find  it 
i       of  suth  great  value]  generalin-' 
.     teresi  and  fair  spirit^  that  X  ^ 
have  decided  to  become  a  regu- 
lar  subscriber^'' 

-       —RUDOLPH  BLAKKENBURG. 

\/QU,'tDp,  doubtless  know  The  Ne\^  Re- 
public, but  it  makes  all  the  difference 
in  the  worid  when  it  Is  a  regular  visitor  to 
your  $tudy.  Only  then  can  3'^ou  be  sure 
of  being  able  to  read  the  article  you  want 
'  to  read  at  the  moment  When  you  have  a 
chance  to  read  it.  Pin  a  ddHar  bill  to  the^ 
blank  below  for  a  four  months'  ^ 

** Acquaintance  Subscription/* 


THE  NEW  REPUBLfC*  4ax  Wett  «ist  Street.  New  York 

The  enclosed  dollar  is  for  a  4.-months*  Acquaint- 
ance Subscription.  .  .      . 

Naiiu , . , . . w. 

•       .  Addrtis..^ 

■     \   I  I     I    ■      ■  I  ■       ■  ■ IMI    I  I  ■  ■ 


Digitized  by 


Google 


The  American  AcsKlemy 


OF 


Political  and  Social  Science 

Fhiltdelc^ia 


I^  B.  ROWSt  yh^^  XIni?eisiqr  of  Penuflnuila 


CAIUL  KELSETi  PliJ>. 
XSniuM^  of  Ptnn^Tinki 


Unifmity  til  CinclUMiti 


DKvm  >.  BABEOWS,  PhJ>« 
IWfcnKy  ol  Cdifonia' 


S€ef^iary 


Ctuimt 


J.  P.  UCHTSKBEROBR,  PliJ>«         HOU .  CXUfTQlf  ROGERS  W0O19&BPF 
UnlTefai^  ol  PeoftsjWftnia  Nortii  Amorioan  Btiil<lbig|  Phflade^pUtt 


TrMMtftr 

CHA]fULE&  J.  RB0AD8,  M^ 
f  edertl  Rtsorro  Bank.  Fhdadelpliia 


JAME&  T.  YOOTIG,  PfcuJD, 


Geno^l  Advisory  Comimttee 


RT.HON.ARTHX7RT.BAI.?0im,lIJ 
Londoiit  BoglaBa 

PROP.  C.  F«  BA5TABLB 
Dutila  t7ii}T0faitf 

PROP.  P.  VIDAL  IIB  LA  fflJkCHE 
University  of  PaHa    ^ 

PROF.  F.  W.  BLACBIMAR 
XTtthrenity  of  Bjuiiaa 

PROP,  EDWnf  CAKKAIf,  IX.D. 
Oxford,  BngU&d 

im.  LUIS  M/DRAGO 
Buenos  Aires^  Argentina 

WtOP,  L.  iWJPRIEr 
University  of  Lottvain 

PROP.  R.  T.  HLY 

University  of  Wssconslti 

PROP.  HBHRT  W,  EARWAM 
Vale  University 

PROF.  CARI.O  F.  FERRARIS 
Royal  Universityi  Padua,  Ita^ 


PROF.  W.  W.  POtWSLi 
Usker^ofMinneaeta  ~ 

HOH.  ITMAK  T.  GA<^ 
6anPiego^&d.     - 

PROP.  cARir  GRtunmsto  ^ 

j        University  of  ;mni  :    ^ 

JSSAOR  ABTOIf^  BUKBtoS 
Sairtiago>  Chile 

PROF.  J.  W.  JEBKS       ^    S 
i        New  York  Univerw^ 
Iprof.  W.  LOXr       . 
I        Univerdty  ^  MJI^eiv 

!pR0F.  BERKARB  ifOSl^ 
Univer^  of  CaUforala 

0Ri  JAVIER  PKADO  yUGARTBcafc 

trniv.t>f  San  ]iarooa»  l.ima»  ^^^ 

HON.  HENRY  ^ftOS  ROOBRa 

l7ew  HavCT,  Cotm.  V 

[HON;  HAimiS  TAYtOIL  tt^D. , 
t         Washing<;oa,t).  C.  _'  -       - 


iitiVvl.:.:, 


Oigitizefl  by 


J  Digitized  by  VjOOQIC 


Digitized  by 


Google 


Digitized  by 


Google 


l\ 


Digitized  by  VjOOQIC 

fcV 


Digitized  by 


Google 


Digitized  by 


Google 


